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PREFACE 


Xv\J[brvncd/ v¥Wir)oet^ (Xrv\tivi^ (mv 

a/ yyurce' of rural fuyumce' i>v the^ courvCty On/ ipCte/ of tH«/ 
ej(pcu\iion'ofthe'0y\4iCW(AtUy^^ AttKe/j-aw^ttme/tHe^ 

naturs/ am/l rde/ of thc^ Onforrnal rural orodlt marhel slow 
comC<ierahl&' vurCatCon/ ucroiy dvffsr&nt re^icrm/ of tHe^ countiy 
depending upon/ they pre\/oUlOn^ ^o<Uo--econonUo condCtiom'. they 
pre^ey\t itudy ex-cwnCnc^ Cn/ depth/ the/ role/ aexdy furutOonln^ of the/ 
Cnfbrmal rural credit marheti' On/ Uttar Pradeshi a/ backward/ 
agrCoulCural region/ Cn/ northern/ India/. 

The/ itud^ thrcney light on/ the/ eiUeed^ of rural OndeltedneSfy and/ 

the/ relatOi/e/ Omportance/ of Onformal credit market vUrd/'Vi^ the/ 
formal credit market On/ meeting/ the/ credit needy of different 
ieg/menty of the/ rural hou^eholdy. The/ study aXicr estcunOney the/ 
related/ iauey of OnXerlodcCng/ of rural credit market with O0ier 
ag rarian/ markety and/ dominance/ and/ dependence/ between/ the/ 
lender and/ the/ borrower. The/ relative/ interest ratey and/ 
tramyactton/ coyty of borrowing/ in/ the/ formal and/ informal credit 
market ha\^e/ been/ worked/ out and/ the/ perceptiony of the/ horrowery 
about the/ working/ of the/ rural flnanoCal CnyCCtutCony and/ informal 

i ■■ 

sector ¥Vioneylenderyhaye/been/ anaXyT^fcd/. 

the/ study iyboied/ Upon/ O' field/ yATvey of 510 rural household 

selected/ randomly from/ 10 vOXagey of U.P. spread over different 
regiony of the/ state/. In/ addition/ 90 rural moneylendery were/ aliO 
irt&ryiewed/ txr e/jucmine/ dye/ y/pply stde/ of the/ informal sector credit. 



il 


T%& fields iMvyey wci{rc<:irried^Oi^di4ruvv^€l^\^ moyvthy of 1998 ^ 

99. 

the/repotrt^^arr(M\J^ed/(^el&i/e^d^(Xpt^ Chccpt&r Ipino^/CdeyO' 
detaded/ revC&u; of Uterature/ oyv dxey rurcd/ Oy\fbrvncd/ credit: market. 
Chapter 11 ouXii/r\ei' ttxe'oh^'ecti^e^cM^xd^ methodology of th^itud^ and/ 
ptwidey O' hrCef dticu&iiCovu of the' feature^ of the/ atudy area/. The/ 
^rowth/ofCr^tituXtonahcredtt inU Traded^' (t/ traced/ (rv Chapter 
111. Socta^ecoYuywUe/ (dfu^roA^jeri^i/:^ of the/ sample/ hot^^ehald^ and/ 
their a^ieulturah e<x>r\oiny ha^e'heen'dt^ca^jed/CnChapterylV and/ 
V reipectOvei^. 

Hojor finding of the/ itudy ha^fe/ heen/preientsd/ Cn Chapter VI 
to-ChapterK. Chaptery VI and/ Vll deal/ wi^ the' demand/ and/ iuppl^ 
iide/ of rural' credit market respectively. Trantactuon/ cosit^ and/ 
perceptXOYW of borrowery about the/ ■formal' credit (nitituttOfw and/ 
private/ moneylendery have/ heen dt^ou^^ed/ in Chaptery Vlll and/ IK 
re^ectXvely. Chapter K analysey the/ inter-lirkagey in credit 
traniociXony The/ layt chapter praenty the/ main fvndingy and/ 
recomAnendaXioYiyofthe/ytudy. 

1 \ooidd/ like/ to- erpre^ my thanky to hMSAKV for giving/ a/ 
handsome/ grant-in-aid/ for undertaking/ thiy study. 1 am 
pa4tCeularly thankfid/ to Vr. A.K. Sandyopadhyay anfl/ Vr. T.N. Jhoi 
general/ Manager and/ Deputy CeneraX/ Hanagery NASAKD 
respectively for the/ keen persional/ interest they took/ in the/ present 
study and'the/friMtfub dlscasiionyheld/ with/ them about the/ fin^ 
ofthe/study otvarCouyytagey. 


Hi 


I MK»Ald'C(X^Uke'ti>thc(^^ShrC/YaAhifCr Si^^gh'Ond^'Oiher 
of UP Cooperat(\'e' Bciv\h for" the' hCnd/ help they ex^encieci' On/ 
fcicUitattn^ the' field/ tnOpy of our reieoLrch/ teeLtyu I 0 ^ 40 - ettpre^y my 
appreciaXXow for the/ hard/ and/ metOculouy work/ done/ hy the/ profedt 
rei/e<^idv ytaff cofinprO^Ci^ Scxrvoihr^ TrC\fedA/, BS Xpranjga^ MHK 
Qupto/ and/ KS 'OeolO Otv conducting/ the/ CnXervO&wy and/ hearing/ the/ 
hardihCp of prolonged/ field/ verity. The/ onerouy worh of tnanual/ 
coding/ of prOmofy doto/ and/ their t<d>iAlation/h(^yaly>heen/dor\e/hy 
them/ cheerfidly and/ promptly. Thanky are/ alyo due/ to our 
reypondenty who- wdUngly gave/ their tOme/ and/ doored/ OnforrnatOon/ 
on/their hou&ehold/ economy. 

I thankfuUy acknowledge/the/ OnytCtutConaliuppcntrejctended/l^ 
tike/ lihrary and/ admlnlytratOt/e/ itaff of tike/ InytXtxde/ On conducting/ 
the/yCudy. A partXador wordofthankyCydue/toShrC/Manoharan/K. 
for computer prooeyiCng' of the/ report On hly uyuod prompt, efficient 
and/yvnCUng/ manner. 

I hope/ the/ ytudy will attract the/ attentOon/ of and found/ uyefid/ 

V 

rural credit syytem/Onlndlo/. ' 

Ajit Kumar Singh 
Professor 

Giri Institute of Development Studies 
Lucknow 226 024 


alL thoie/ concerned with the/ tayh of de^elopCng' and ytudyOng/ the/ 
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CHAPTER I 


RURAL INFORMAL CREDIT MARKETS : 

NATURE, EXTENT AND CHARACTERISTICS 

I. INTRODUCTION 

A well functioning credit market is indispensable for agricultural and rural development. 
It serves not only to mobilize savings from the rural areas but also ensures productive use of 
these savings thereby contributing to the modernization and growth of the agricultural economy. 
The way rural credit markets function is not only important for financing the credit needs of a 
growing agricultural sector but also has important implications for income distribution and rural 
poverty (cf. Iqbal, 1988, p. 364). Not surprisingly die governments of the less developed 
countries find it important to intervene directly in the working of the rural credit markets. 
Expansion of institutional credit in rural areas has been a major concern of the governments of 
these countries (Adam and Vogel, 1986, p. 47). The record of these government directed credit 
programmes has been mixed due to the special problems encountered in the rural segment of the 
economy like the number of borrowers is large and dispersed, the volume of transaction is low 
and their output and income levels subject to sharp year to year fluctuations. 

IL THE NATURE OF INFORMAL CREDIT MARKET ' 

i 

Scholars of rural credit markets also sometimes called rural money markete or rural 

financial markets have drawn attention to the marked dichotomy existing in these markets 
variously termed as oiganized and unorganized, formal and informal, and institutional and non- 
institutional markets. These categories are difiEicult to define precisely and are often used 
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interchangeably. The earlier discussion used the term unorganized markets (Ghatak, 1976), 
which was later substituted by the term non-institutional finance. In the recent discussion the 
terni informal financial market has become more popular. Semantics apart these terms are 
generally overlapping and refer to more or less the same type of categories. 

The two segments of the rural markets irrespective of the terminology used are marked 
by differences in procedures, interest rates, the degree of regulation, accoxinting procedures, etc. 
Most of the scholars regard the degree of formal control as the distinguishing feature of informal 
and informal markets. 

According to Ghatak ; 

*^The unorganized market we take as that sector ndtich operates outside tite 
provisaons of the Imhan Banking Companies Act and meuntmns private 
accounts which are not audited The organized market, contratme, works 
within dte promions of the Banking Comparues Act and maintains accounts 
which are open to auSt and regular inspection. The co-operatives are 
included indie organized sector. Thus, wdule the organized sector is amenable 
to control, die unorganized sector is not.” (Ghatak, 1976, p. 7). 

Adams and Nehman define informal credit “as- funds conung from banks, cooper c^es 
md otiter offidally recognized finandal institutions" (Adams and Nehman, 1979, p. 7). 

Timberg and Aiyar give the following definition of the informal financial markets: 

"Informal financial nunketo are any markets for cash finance (rather than 
credit in dte form of goods) which do not involve /Ureedy the regular 
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commercial banks, registered smnngs institutions or equity and debentures 
traded in restored securities mwkets. The essentUd chtwaOeristic of these 
markets is titatthey are far more loosely monitored and regulated titan formal 
financial markets’ ” (Timberg and Aiyar, 1980, p. 279). 

Pischke also regards lack of government regulation as the distinguishing feature of 
informal finance. According to him: 

'^Informed finance and self finance prevail beyond tite frontier of the formal 
financial system. Informal finance consists of borrowing and leneting among 
indmduals and firms that are not registered witii tite government as finandci 
iiOermediaries and are not subject to government supervmon” (Pischke, 1991, 
p. 173). 

Against the traditional view of financial dualism with formal and informal jRnancial 
sectors constituting two discrete financial enclaves Ghate puts forward the view that die two 
sectors or the many sub-markets within each form a continuum in terms of degree of foimality 
(Ghate, 1992, pp.860-861). To quote him: 

’’At the formal end of tite continuum, sub-markets (and lenders) we 
characterized by highly personalized loan transactions entailing face-to-face 
dealings ytitit borrowers, and flexibitity in respect of loan purpose, interest 
rates, coUatertd reqmrements, maturity periods and debt reschedulihg. At the 
otiter end is tite formal sector in which the scale of operatian of 'mdmduol 
lenders is much larger, transactions are usually arms length, and loan terms 
are more standardzed Moreover, tite formal seetor is subject to a variety of 
regulations relating to capital, reserve and Uquuhty requirements, ceding on 
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ieposU UUeres, raus. manO^ry crem «r««, an, au<m an, 

reporting requirement' (Ghate, 1992, p. 861). 

Ghat, goes on to argue to. to ernnr. loeaHon of to dividing line in to fomtal-infomtal 
c^rtonnn. dentarcatog to mo sectos is a matter of choice and eonvenUon and admim to. 
hemeen to mo ends of a continnnm tore is a grey area which can be regarded as senri-fomral 

(Ghate, 1992,p.861). 

Thus, to absence of fomal regulation by to govenrnten. or to monetary autorin^ is 
regarded by most scholars as to distinguishing characteristics of to informal financral market, 
which set, them apart ftom to fonnrf segment of to financial market which is subject to such 
crmtiol. It may, however, be add«i to. to informal financial markets am neitor tomlly 
nncontiolled or wholly unorganized. Several legislations have been enacted in developing 
counto, including India to contiul usuty by moneylerKtem. Under to mdUn Moneylenders 
Regulation Ac. to moneylendem have to be regktered witit to autorized government agency 
and ceilings am put on to imeres. rams which can be legally charged. I. is anoUter matter tira. 
such Acts lack teed, mid are more often tium no. violated in practice. Similarly, in many cases 
several of tose markets seem large and instimtionalized enough to make to term Wganized' 
inappropriate as pointed out by Timberg and Aiyar (1980, p.279). However, to fact remains 
tot to degme of regulation or monitoring is fir more limited in to case of to informal as 
compared to to fomud financial markets (Timberg and Aiyar, 1980, p.275). Nor are to 
informal financial markete am bound by the fonnal procedure of lending and borfowing unlike 

hie fonnal fiiuHicial ntarkets. 

For to purpose of to present study informal rural credit market is defined to include all 
sources of niral credit excluding the commercial banks, cooperatives and other institutional 
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sources of credit. Thus the informal rural credit market corresponds to tlie non-institutional 
sources of credit. A variety of players operate in the IRFM on the supply side including 
professional money-lenders, traders or their agents {arthias), agriculturist money-lenders, fiiends 
and relatives, etc. 

The informal credit market is characterized by multiplicity of agents, intimate contact 
between creditor and borrower, multiplicity of interest rates, lack of formal procedures and 
unregulated nature of business. The transactions in the IFMs are conducted in a broader 
framework of individual and social relationships between the creditor and the borrower unlike 
the impersonal transactions in the formal money markets. As Von Pischke remarks : 

’‘Informal finance is tremendously diverse and is generaUy conducted rvithin 
broader relationships, starting from kinship and exten^g euttvard to 
friendship and customary social bonds, and beyond to include credit associated 
•ndtit commerdal transactions and land tenure arrangements" (V on Pischke, 
1991,p.l73). 

A correct and friller perspective of the understanding of the rural credit markets emetges 
when the rural lending flows are seen as part of multiplex personal relations in a vill^e social 
structure (Lipton, 1976, p.547). It is this perspective which has given rise to the literature on the 
inter-linked agrarian credit markets (Gill, 1998, p.99; Srivastava, 1989, p. 493). 

III. INTERLOCKING OF AGRARIAN CREDIT MARKET 

The interlocking of agrarian markets (i.e. markets of Imid, labour and credit) occurs as 
the borrower and creditors face each other in more dian one capacity. The examples of such 
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inter-locking markets are found when the landlord giving his land on lease to share croppers is 
also the main source of credit supply, or when landlord - moneylender is also the employer to his 
permanent or casual labourers, or the trader-money lender is also the buyer of the peasant’s 
produce. Several empirical studies point out to the existence of such inter-linking of agrarian 
markets in India and abroad (Bardhan and Rudra, 1978; Bliss and Stem, 1982; Sarap, 1991; Bell 
and Srinivasan, 1989; Jones, 1980; Floro and Yotopoulous, 1991). 

A lively debate has taken place both at the theoretical and empirical levels concerning the 
emergence and (he impact of the inter-linked credit markets. It has been argued that the absence 
of competitive conditions in the inter-linked agrarim market the dominant party (i.e. the 
landlord/money lender) is in a position to exploit the weaker party (tenant/labour) by putting 
unfavourable conditions of transactions in one or more markets (Bhaduri, 1973 and 1983; 
Bharadwaj, 1974; Sen, 1981). In an elegant theoretical model Bhaduri argues dtat if the landlord 
is a monopolist in both the land and credit markets it is in fats int^est to keep the tenant in a 
perpetually dependent position by simply lowering the latter’s share in output (Bhaduri, 1973). 

Bharadwaj similarly argues that dte competitive assumptions are violated in a 
lundamental way in an agrarian economy where the character of markets is determined to a 
significant extent by the local patterns of power which restrict fields of feasible choices open to 
the weaker party in the various markets (Bharadwaj, 1974). Thus, interlocked relationships 
increase the exploitative power of the stronger party. Sen demonstrates the dynamic regressive 
consequences of interUnkages as interlinking would redistribute income towards the wealthy 

groups and lowers the time profile of growth (Sen, 1981). 

Srivastava is of the opinion that the interlocked relationships arise out of a prior set of 
production relationships and the strategies of subsistence and accumulation of different classes, 
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which may themselves change under certain conditions (Srivastava, 1989). He also finds on the 
basis of an in-depth study of three villages in Uttar Pradesh, that the inter-locking displays 
systematic inter-village features. 

Several authors have attempted to show that Bhaduri’s model is based on very stringent 
assumptions of behaviour not observed in real life and that interlinked transactions are not 
always exploitative (Griffin, 1974; Newbery, 1975; Ghose and Saith, 1976; Basu, 1984; 
Srinivasan, 1979; Pant, 1980). Others have contested the conclusions of Bhaduri on the basis of 
empirical studies (Bardhan and Rudra, 1978 and 1985; Rao and Subrahmaniyam, 1983; Sarap, 
1991). 

Several explanation for the phenomenon of interlocking of agrarian markets have been 
given in a neo-classical fi-amework (Braverman and Stiglitz, 1982 and 1986; Hoff and Stiglitz, 
1990). According to this view interlinked credit contracts are seen as means to alleviate 
screening, incentive and enforcement problems faced by die lenders (Hofif and Stiglitz, 1990). 
Screening problem arises from the fact that borrowers differ in the likelihood that they will 
default and it is costly to determine the extent of that risk for each borrower. The incentive 
problem is linked to the fact that it is costly to ensure the borrowers to take actions, which make 
repayment most likely. The enforcement problem is related to the difficulty to compel 
repayment. The l^ders who are landlords or traders may inter-link the terms of transactions in 
the credit market with those of transactions in the product or rental markets (Braverman and 
Stiglitz, 1982 and 1986). Credit-labour market inter-linkages are one way to a^oid the possibility 
of default by the borrowers (Basu, 1983; Bardhan, 1984). The inter-linking of credit-product 
market serves a similar purpose (Bell md Srimvasan, 1989). Linking of tenancy and credit 
contracts is seen by some as a screening device (Braverman and Guasch, 1984) or to reduce 
potential risks of default (Basu, 1983). Bell on the other hand argues that more than one factor 
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may be at work leading to inter-linked arrangement and thinks that inter-linked transactions 
reduce transaction costs (Bell, 1988). 


IV. HIGH INTEREST RATES IN IFMs 


The other feature of the informal rural credit markets that has caught the attention of 
scholars is the prevalence of exorbitantly high interest rates in these markets. Many scholars 
regarded these hi^ interest rates as reflective of the monopoly power of the village moneylender 
and a means of extracting surplus (Chandavarkar, 1965; Nisbet, 1967; Wai, 1957; Pradhan, 
1974). Others using a neo-classical framework have tried to explain the prevalence of high 
interest rates in rural credit markets in terms of factors like high-risk premium, opportunity cost 
and administrative costs. Bottomby attributed the high rates mainly to risk premium and cost of 
administering private loans (Bottomby, 1963, 1964 and 1975). It is also believed by some that 
low degree of monetisation is responsible for high rate of interest (Sengupta, 1957; Ghatak, 
1973). Long, on the basis of the data available in the All India Rural Credit Survey Recojl 
1951-52 has tried to decompose the interest rate in terms of net return, risk premium and 
administrative cost (Long, 1968). It is also argued that the money lenders also perform a variety 
of services for their borrowers as payment of transport and storage cost, market taxes, 
commissions, etc., which may be included in the loan charges (Wai, 1957). 


Using NCAER data for farm households Iqbal has pointed out that money lenders’ costs 
especially those linked with risk are reflected in their lending rates (Iqbal, 1983 ahd 1988). He 
also found that interest rates are sensitive to personal and locational characteristics of the 


borrowers and the presence of bank branches leading him to conclude that monopoly surcharge 


though present is low. Another important finding of Iqbal was fliat technological progress in 


agriculture leads to lowering of interest rates, which were found to be lower in the green 
revolution areas as compared to the non-green revolution areas. 

Sarap in his study of Orissa villages found that interest rates show variations, which are 
related to quality of collateral and size, duration and purpose of loan (Sarap, 1991). He also 
found that interest rates were higher for non-linked transactions as compared to linked 
transactions. 

Ghatak argues that a change in interest rate is inversely related to a change in probability 
of recovery (Ghatak, 1976, p.81). He points out that with a 70 per cent chance of recovery, the 
money lenders may be justified to charge 50 per cent interest rate and such rates may not contain 
elements of monopoly profit (Ghatak, 1976, p.83). Using a plausible rate of repayment at 90 per 
cent, annual rate of inflation at 3 per cent and bank rate at 4 per cent he calculates Indian rural 
interest rates at 22.67 per cent (Ghatak, 1973, p.86). Ghatak concludes that “the idea that interest 
rates are always very high and usurious in the Indian rural economy is not found to be generally 
valid on the basis of our study” (Ghatak, 1973, p. 102). 

Bandvopadhyay, on the other hand, reports a much hi^er level of rural interest rates on 
the basis of his field survey of selected villages of West Bengal and believes that the opportunity 
cost of capital and monopoly profit are two important components explaining the hi^ rates of 
interest (Bandyopadhyay, 1976, p.ll7). Taking the average rate of interest charged by money 
lenders from land owning borrowers at 60 per cent, basic rate (opportumty cost of land owning- 
lenders) at 40 per cent and risk premium together with administration tost at 10 per cent he 
calculates monopoly profit from money lending at 10 per cent (Bandyopadhyay, 1976, p. 117). 
The monopoly profit would be much higher from lending to other categories of borrowers who 
pay exorbitantly high rates of interest. Bandyopadhya also finds that interest rates show 
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variation according to the nature of security, duration of the loans and the size of holdings 
(Bandyopadhyay, 1976, CkVI). 

V. EXTENT OF INFORMAL CREDIT MARKETS 

In spite of the sizeable expansion of the institutional credit agencies in the rural areas 
under government directed credit programmes over the past few decades, informal sources of 
credit continue to play a significant role both in the uiban and rural areas of the developing 
countries. As the authors of the World Development Report. 1989 point of informal finance is 
both extensive and diverse and accounts for most of tiie financial services provided to the non- 
corporate sector (WDR, 1989, p.ll2). Ghate remarks that the informal sector has proved more 
resilient than was at first assumed (Ghate, 1992, p.859). Surveying empirical studies for various 
countries he concludes that “the share of rural informal credit accounts for about one-third to 
two-thirds of total rural credit in Bangladesh and China, about two-fifths in India, Sri Lanka and 
Thailand and two-thirds to three-quarters in Malaysia, Nepal, Pakistan and the Phillipines 
(Ghate, 1992, pp.859-860). The proportion of households borrowing fiom the informal sector 
would be even more. According to another authority "formal agricutatral cretSi is generoMy 
used by far fewer than half of farm households, and in dte majority of developing countries 
prohtMy does not reach marc dian 20 pa cent 

According to the deceimial surveys of the Reserve Bank of India the share of institutional 

■ ■ . i 

sources in rural credit (i.e. credit provided by Government, Cooperatives and Banks) in India has 
gone up sharply fi-om a mere 7 per cent in 1951 to 61 per cent in 1981, with a corresponding 
decline in the share of the non-institutional or informal sources of credit. Thus share of informal 
sources of rural credit which was as hi^ as 93 per cent in 1951 has steadily gone down to 82.7 
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per cent in 1961 to 70.8 per cent in 1971 and further to 38.8 per cent in 1981. Considerable 
interstate variations are also revealed by these surveys with respect to the relative shares of the 
institutional and non-institutional sources of credit. Thus, in 1981 the share of non-institutional 
sources in outstandmg debt in rural areas varied from 13.6 per cent in Maharashtra to 69.4 per 
cent in Assam (Sarvekshana, 1987, p.l2). In the following states, the share of non-institutional 
sources in total rural credit exceeded 50 per cent even in 1981, Andhra Pradesh (59.1 per cent), 
Assam (69.4 per cent), Bihar (52.8 per cent), Jammu & Kashmir (56.5 per cent), Rajasthan (59.1 
per cent) and Tamil Nadu (55.7 per cent). 

Some scholars have cast serious doubts about the sharp decline in the share of non- 
institutional sources of credit as reported by these All India Rural Credit Survey Reports (Bell, 
1990). Other surveys on a more selective basis reveal the continued importance of informal 
sources of credit in rural India. A World Bank study reports a much higher level of borrowing 
and larger dependence on non-institutional sources in the villages of Andhra Pradesh, Bihar and 
Punjab in 1981 as compared to the official surveys (Bell and Srinivasan, 1985). An ICRISAT 
study also revealed a similar picture (Binswanger, et.al . 1985). The share of non-institutional 
sources of credit was reported in the ICRISAT study at 63.7 per cent for Andhra Pradesh and 
30.8 cent for Maharashtra against the official survey estimate of 55.4 per cent and 87.8 per 
cent respectively. Both the studies show a much higher level of rural indebtedness as compared 
to all India rural credit survey. 

Sarap’s survey of 250 farm households in early 1980s shows that 42.8 per cent had 
borrowed from formal credit institutions and the access of small and marginal farmers to 
institutional credit was much lower as compared to medium and large farmers (Sarap, 1991, 
p.58). The study further revealed that 80 per cent of borrowing of the landless labourers and 51 
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per cent borrowing of the marginal farmers was from the informal sources of credit (Sarap, 
1989, p.86). 

A similar situation is reported by Jodhka for Haryana, a prosperous agricultural state. 
According to him informal debts accounted for 58.9 per cent of the borrowings by casual 
labourers, and 72.3 per cent of the borrowings of small and marginal farmers, while this 
proportion was less than 25 per cent in case of medium and big farmers (Jodhka, 1995, p. 168). 

It has also been pointed out that the growing commercialization of Indian agriculture has 
encouraged the rise of trader - money lender, as the formal sector is inadequate to meet the 
growing credit requirements of agriculture (Gill, 1998, p.95). Empirical support for this 
hypothesis is provided for Tamil Nadu by Harris (1983) and for Punjab by Bell and Srinivasan 
(1985). Another study for Punjab shows that nearly 90 per cent of all categories of farmers take 
loans from the informal sector and nearly two-third fanners show a preference for the informal 
sector irrespective of their size of holding (Chandra, 1993, pp. 131-132). 

VI. ADVANTAGES AND LIMITATIONS OF INFORMAL CREDIT 

The transaction costs both for borrowers and lenders tend to be lower in the informal 
sector as compared to the formal sector. The World Etevelopment Report, 1989 observes ; 

^Informal financial arrangements reduce transaction costs and nsks in 

$ , 

denied w formtd institutiotts. Moneylenders, for example, cm operate out of 

dteir own homes or on dte street, mamtmn onfy the dntplest accounts, md mix 

finmce nith other business. The savices dtey pron^ are outsdde dte review 


and control of Ute monetary authorities. The remaining costs can be JuUy 
reflected m in^lidt or explicit interest rates" (WDR, 1989, p. 1 13). 

On the other hand supplying financial services to the informal sector is tmprofitable for 
the formal institutions because of the large number of small transactions, geographically 
widespread clientele, absence of suitable collateral, regulation on deposit and lending rates, 
etc,(WDR, 1989, p.ll2). In fact, due to these factors formal lending institutions intentionally 
tend to raise transaction costs for the small borrowers to discourage them fix)m asking for a loan 
(Adam and Vogel, 1986, p.482). 

On the basis of several case studies fi-om Bai^adesh, Brazil and Colombia, Adam and 
Nehman show that the loan transaction costs appear to make up a very large part of borrowing 
costs for small and medium borrowers and tend to discourage them fi-om using formal loans 
(Adams and Nehman, 1979, p.l74). Bureaucratic procedures and corruption also tend to prevent 
the poor villagers fixun approaching formal lending institutions in rural areas (Jodhka, 1995, 
Ch.4). Various field studies in India have shown it is the rural rich who comer most of ttie 
concessional agricultural credit provided by the cooperatives and banking institutions (Sarap, 
1991; Jodhka, 1995). As Lipton perceptively remarks, “...if one isolates the stadc econondcs 
of farm finance, one is unUkdy to tackle very effedhely problems rooted in the socud 
dynanucs of na-td credit (Lipton, 1976, p.54S). 

In spite of the advantages of speed, convenience and low transaction icosts the informal 
finance suffers from some limitations. As the World Development Report 1989 observes : 

“Freedom from regulation tdlows informal agents greatar flexibility. But it 
also derives diem many of die legal sancdotts available to formal 
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intermeiUaries. In place of fornud legal mechanisms, informal agents rdy on 
dtdr knoydedge of one another and on local sanction to reduce dte risk of 
lending^ (WDR, 1989, p.ll3). 

Due to their inherent nature, informal credit purveyors generally operate in a limited 
localised market. They are not in a position to reap the economies of scale in their operations. 
The formal sector on the other hand enjoys greater economies of scale and scope (Ghate, 1992, 
p.861). Pischke mentions the following advantages of formal finance: 

"•Advantages of formal finance include the confidentiality of insdtu&onal 
finance, ability to deal in relativdy large amounts, confidence provided by 
documentadon and leged prac&ce nidtin dte formal sector, spedalizadon and 
rdated economies of scale and growth of markets, and the convenience of 
transcen^g or complemendng face-to-face relationships through postal and 
electronic communication systems dtat transfer financial dmms quickly and 
cAe< 9 »//’ (Pishke, 1991, p.211). 

VII. COMPLEMENTARITY AND INTERACTIONS BETWEEN 
INSTITUTIONAL AND INFORMAL CREDIT MARKETS 

The above discussion clearly shows that the formal and informal credit markets have their 
advantages in the respective areas of their operation. While informal finance tends to be 
particularly suited to the requirements of small and poor borrowers in agriculture, small trade and 
business, formal finance is better to the needs of large and medium industry, organized trade and 
commerce and well-to-do urban households (Ghate, 1992, p.861). 
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The attitude towards informal credit dominated by moneylenders has undergone a sea 
change over the last two decades. He is no longer looked by many as the exploitative and greedy 
person, but as someone performing an ‘important economic function beyond the frontier of 
formal finance.’ The malicious money lender myth has come under serious challenge by 
researchers and policy makers (Pischke, 1991, Ch.8). Attention has instead shifted to the study 
of the interaction between the formal and informal credit markets and the extent of 
complementarity between them. The search has turned away from finding alternative credit 
sources to supplement the moneylender to finding possibilities of cooperation between the formal 
and the traditional financial sectors. 

Bhatt is of the view that informal finance plays an important development foie by 
nurturing enterprises or entrepreneurs before they can obtain formal finance (Bhatt, 1983, p.47). 
Kschke thinks that “the coexistence of informal and fonnal finance is healthy and dynamic, 
permitting more people to participate in financial markets (Pischke, 1991, p.208). He advocates 
that efforts to develop the frontier of finance should accord considerable attention to informal 
financial arrangements (Pischke, 1991, p.220). 

Formal and informal credit markets sometimes play a complementary role in meeting the 
credit requirements of flieir clients, many of whom draw on bodi the segments. Chandra, for 
instance, found that in Putyab villages short term credit came principally from the informal 
sector while the investment credit came from the formal sector (Chandra, 1993, p.94). Similar 
cases of complementarity are also reported in case of the industrial sector (Ghate, 1992, p.862). 

Banks are also an important source of funds for traders and moneylenders operating in the 
informal credit market Some studies of Bangladesh and Phillipines report that bulk of funds lent 
in the informal credit market originated from banks (Ghate, 1992, pp.862-863). In India, 
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however, available studies show a much lower level of inter-linkages between the formal and the 
informal credit markets, particularly in case of rural money lenders (Bell, 1990, pp.31 1-11). 

In the earlier schemes of revamping the rural credit system through the expansion of 
formal credit institutions the village moneylenders had no place (RBI, 1954). However, in recent 
years an influential school of thou^t has emerged which thinks it desirable to forge deliberate 
links between the formal and informal segments of the credit market to expand the frontiers of 
fonnal credit and reduce the cost of financial intermediation (Adams and Vogel, 1986; Bell, 

1990; Ghate, 1992). 

As Ghate forcefully argues : 

Ae promoting competition approach is appropriate where infomud 
lenders exercise market power and earn rents on the information dtey possess 
on borrowers. On the other hand, rdtere inform^ nuakets are competitive but 
tile cost of funds is high, the fornud sector can seek through die promotion of 
linkages to pass on tiie benefit of Iowa- cost funds by udng infomud lenders as 
conduits and tiddng advantage of their lower transaction cost' (Ghate, 1992, 
pp.866-867). 

Some scholars are still sceptical about this view and feel that a proper socio- 
economic evaluation might be needed before revising the existing image and role (Sharma, 
1998). 

i 

VIII.SUMMINGUP 

Infcnmal credit markets, comprising of diverse purveyors of credit outside the formal 
credit institutions, continue to play an important role in the developing countries particularly at 
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the lower end of die credit spectrum. For the poor and the small borrower - the marginal and 
small farmers, imidless labourers, petty traders, artisans and the small entrepreneurs - they are 
the major and sometimes only accessible source of credit for productive as well as non- 
productive puiposes. In meeting the credit requirements of the small borrowers they have 
competitive advantage over the formal sector due to their lower transaction costs, simple and 
flexible procedure, lack of insistence on marketable collateral, speed and timeliness of loans and 
intimate knowledge of the borrowers. In fact, they are often die preferred choice of borrowers in 
spite of the high nominal interest rates they charge. 

The efforts to substitute and supplant the local moneylender by state directed programmes 
of institutional credit have failed to realise their objectives. In fact, growing commercialization 
of agriculture seems to have given a new impetus to informal credit market throu^ ttie 
increasing role of the trader-money lender, hi many situations the mformal credit markets play a 
complcmentaiy role to the formal finance through increased siqjply of credit for the same ot 
complementary purpose. 

It is now being increasingly recognissed diat both the fonnal and inftnmal financial 
markets have dieir comparative advantages in the respective areas of their toleration. Hence, it 
would be more fruitful to develop inter-linkages between flic fonnal and the infonnal financial 
markets to expand the frontiers of finance. Thou^ conceptualfy qipealing such an approach has 
to be viewed with caution and has to take into account the specificities of the situation. One has 
to differentiate situations vfliare a complementaty approach should be followed and where a 
competitive approach between flie frirmal and the infonnal credit markets is needed. 
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CHAPTER II 

THE PRESENT STUDY: OBJECTIVES, 
METHODOLOGY AND STUDY AREA 

I. INTRODUCTION 

Moimal credit market continues to play a fairly important role as a source of rural 
financ e in the country in spite of the sizeable expansion of the institutional sources. This is 
specially so for the poor sections which tend to be the discriminated against by banks and 
cooperatives. Moreover, informal market is the major source of non-productive purposes. The 
studies of rural informal credit markets show that the relationship between creditors and debtors 
has been changing over time. Moreover the nature of these markets show considerable variation 
from place to place depending upon the socio-economic conditions. There is, thus, an important 
need for more studies, both from research and policy perspectives, of rural informal credit 
markets in different socio-economic settings. The present study concentrating on Uttar Pradesh 
in northern India is an attempt in this direction. 

II THE STUDY OBJECTIVES 

The study will focus upon the following issues: 


1 . 


What is the relative importance of informal credit market in meeting total credit needs of 
different segments of rural households? 
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2. What are the reasons for the greater dependence of the weaker sections of the rural 
society, e.g., small and marginal farmers, landless labourers, rural artisans on informal 
sources of credit? 

3. To what extent creditor-borrower relationship in the informal credit market are 
characterized by dominance and dependence? 

4. Does the presence of institutional sources of credit weaken the hold of the traditional 
exploitative relationships found in the informal credit markets? 

5. To what extent there is an inter-linking of land, labour, product and credit markets in the 
rural areas? 

6 . What are the explicit and the implicit mterest rates in the informal' credit market? 

7. How the transaction costs in informal credit markets compare with die transaction costs 
in the formal credit markets? 

8. To what extent if any informal credit markets are linked with formal credit markets? 

9. To what extent informal credit markets are isolated and fragmented? 

10. What measures are required to regulate the informal credit markets and to integrate them * 
with formal credit market? 

III. 

The stu<fy primarily depends upon field surveys by a team of experienced researchers in 

the rural areas of Uttar Pradesh. A multi-stage random sampling design was adopted for the 


20 



study. In the first stage one district was randomly selected fi'om each of the five economic 

regions of Uttar Pradesh, namely, Western, Central, Eastern, Hills and Bundcllchand. The 

/ 

selected districts included Muzaffamagar from Western region, Lakhimpur-Kheri from Central 
region, Azamgarh from Eastern region, Almora finm Hill Region and Lalitpur in Bundelkhand 
region. 


In the second stage one block representing average condition of the district was selected 
from each district. From each selected block two villages were selected for field study - one 
developed village having a bank branch and one less developed village at least five kilometres 
away from a bank branch or cooperative society. This was done to capture the effect of 
availability of institutional finance on the working of informal credit market. 

In the final stage 50 households were randomly selected from each village. Care was 
taken to ensure a representative sample covering cultivating households with difierent size of 
holdings as well as landless labourers, artisans and other groups. From Azamgath district a 
sH^tly larger sample was taken to cover the workers engaged in handloom sector. Thus, our 
total sample consisted of 510 rural households spread over 10 villages across different regions of 
thestate. DetailsofthesamplearegivenmTable2.1.^^^^^ ^ ^ ^ 

Out of the total sample of 510 households 308 (60.4 per cent) belonged to cultivating 
households, 94 (18.4 per cent) belonged to landless labour households and remaining 108 (21.2 
per cent) to other categories. Among the cultivating households 148 (48.1 per cent) were 
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Table 2.1 Distribution of Sample Households by Categon 


(Nos.) 


District and Village 


Almora 
(a) Chauna (D) 
Jhalahat (B 


Total 


Azamgarh 

(a) Rasoolpur (D) 

(b) Patar 


Total 


Lakhimpur Kheri 

(a) Sunsi (D) 
Samrai (B) 


Total 



a— 


10 50 
10 50 





60 20 I 20 I 100 


108 510 


Note : D~ Devdoped VUlt^e; B = Backward Village 


A detailed household schedule was prepared to convass relevant information on socio- 
economic conditions and various aspects of indebtedness from sample households, in addition 
interviews were held with 15 to 20 moneylenders operating in the study area whether located in 
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the viUage or in nearby towns in each district. For this purpose a separate questionnaire was 
developed. 


IV. THE STUDY AREA 

The State Economy 

Uttar Pradesh is the most populous state of the country with a population of 139. 1 million 
in 1991. It sprawls over 2.94 lakh sq.kms. covering about one-tenth of the country’s 
geographical area. Population density at 473 per sq.km, in the state is well above the national 
figure of 273 per sq.km. The population of the state is growing at hi^ rate of 2.27 per cent per 
annum well above the national average. 

UttM Pradesh is among the most backward state in terms of the socio-economic 
indicators of development Over 80 per cent of the population of the state is living in the rural 
areas. Only 42 per cent of the state population is literate. As a result the economy of the state 
continues to be dominated by agriculture and allied activities, which provide employment to 
around 73.0 per cent of the workforce. The level of industrialization in U.P. is very low. Only 
7.7 per cent of the workforce was engaged in manufacturing sector in 1991. 

Per capita income of U.P. was only Rs.6733 in 1996-97 against the national per capita 
income of Rs. 10,771. Around 41 per cent of the state population is below the poverty line as 
compared to the national average of 36 per cent. Growth rate in the state has been slow and has 
further decelerated in the recent years. Thus, the state domestic product registered a meagre 
growth of only 3.33 per cent per annum during the Eighth Five Year Plan period (1992-97). 


Agriculture continues to be the backbone of the state economy. Net sown area in the 
state has stabilized at around 172 lakh hectares, out of which less than half is under double 
cropping. Presently about two-thirds of the cultivated area is irrigated. Tube-wells now 
constitute the major source of irrigation accounting for around two-thirds of the irrigated area. 

The major constraint on agricultural development in U.P. is the very small size of 
holding. Average holding size has shrunk to 0.90 hectare. Out of the 200.7 lakh operational 
holdings in tiie state in 1990-91 as many as 73.8 per cent are marginal (i.e. below 1.0 hectare) 
and another 15.5 per cent small (i.e. between 1.0 and 2.0 hectares). These two groups account 
for 31.4 per cent and 24.4 per cent of total operational holding area in the state respectively. 

Due to the preponderance of the small holdings cropping pattern in U.P. is still 
subsistence oriented, foodgrain crops notably wheat and rice accounting for 80 per cent of gross 
cropped area. Sugarcane and oilseeds are the major commercial crops of the state. U.P. is also a 
major producer of fruits and vegetables. 

The introduction of green revolution technology had a tremendous impact on the 
agricultural economy of the state. The index of agricultural output with 1970-71 as base touched 
the figure of 226 in 1996-97. Between 1980-81 and 1997-98 agricultural sector in U.P. 

registered a growth rate of 2.5 per cent in value terms. 

In spite of the marked increases in productivity levels during the green revolution period 
average yields continue to be relatively low as compared to those in the agriculturally advanced 
states like Punjab and Haryana. Thus, average yield in U.P. for the trienmum 1992-95 was 23.5 
qtL for wheat, 18.5 qtl. for rice, 13.6 qtl. few maize and 582 qd. for sugarcane. 
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SELECTED DISTRICTS 


The selected districts for the study present a diverse scenario. Muzafifamagar in Western 
region is one of die most developed districts of the state. On the other hand, Azamgarii in East 
U.P. and Lalitput in Bundelkhand arc among the least developed districts of the state. 
Lakhimpur Kheri in Central U.P. is a relatively better off district. Almora in U.P. Hills presents 
a mixed picture being relatively developed in social indicator but lagging behind in economic 
indicators. 



Table 2.2 presents socio-economic indicators for the selected districts. Population 
density is very high in Muzaffamagar and Azamgarh but relatively low in the other three 
districts. The degree of urbanization is quite low in all districts, though MuzafGamagar is 
relatively more urbanized. Per cent of Scheduled Castes population is also fairly hi^ in all 
districts except Muzaffamagar. In terms of literacy levels Almora is much ahead of rest of the 
districts. Muzafifamagar leads in industrial development followed by Lakhimpur Kheri as both 
the districts have many sugar factories. Azamgarh, on the other hand, does not have a single 
registered factory, but has a sizeable concentration of workers in the household industries mainl y 
handlooms. In terms of infrastructural facilities like roads, electricity and banks Muzaffamagar 
is ahead of other districts, -while in terms of health facihties Almora is leading other districts. 
Lakhimpur Kheri and Lalitpur are lagging behind in infrastructural facilities. Credit-deposit ratio 
is at a much higher level in Muzaffamagar and Lakhimpur Kheri, reflecting higher level of 
economic activities in these districts. On the other hand, credit-deposit ratio is extremely low in 
Azamgarh and Almora districts, which have a poor economic base. 


fodicators 


1. Populaticm (in ‘000) 


2. Area in Sq. Km, 


3. Population Density per Sq.Km. 709 


4. Urban Population As % of 24.6 
Total 


5. Per Cent of SC Population 



Almora 



No. of Workers in Registered 
Factories per lakh of population 


8. Per Capita Value of hidustrial 1784 

Output (Rs.) 


9. Per Cent of Workers in 
Household Industry 


No. of Hospitals & Dispensa- 
ries per lakh of Population 



Per Ctqrita Electricity 
Consumption in KWh 




837 752 


1713 5385 5039 



141 Credit Deposit Ratio 


16.1 22.2 42.4 


Source: Econmies & SMtaks Division, State PUmtting Ins&ute, U.P. Government, 

Lucknow. 


































































77.5 


87.4 


68.0 


Agricultural workers as % of 
Total Workers 


1146 


1977 


522 


2. Gross Value of Agricultural Output 
Per Person (Rural) in Rs. 


93.3 


53.9 


11.9 


31.5 


70.0 


41.3 


Maigiiial Holdings as % of 
Total 


Fertilizer consumptitHt per 
ha. of G.C.A. 


8660 


5462 


6080 


Gross Value of Agricultural 
Output per ha. of GCA P 


28.3 


20.0 


17.8 


Average Yield of Foodgrains 
in Otl/ha. 


10.8 


12.3 


690 


Average Yield of Su^cane 


514 


9. Gross Cropped Area per 
Tractor (in has.) 


Per cent of GCA Under 
Commercial Crops 


57.5 


Table 2.3 presents mdicators oi agacuiiurai oeveiopmeni m me seicci 
Agriculture remains the primaiy economic activity in all the districts with 
agricultural workers ranging from 68.0 per cent in Muzaffamagar to 87.4 per cent h 
BQheri. Muzaffamagar is much ahead of other districts in terms of indicators of 




cators o 




Almora | Lalitpur 
is) 


Muzaffar- Lakhimpur Azamgaihi 


Indicators 


We8tU.P.)rCentralU.P. 


3. Per Cent of Gross Cropped 


1396 


63.5 


47.7 


9585 


Source: 


Economies A Statistics Division, State Ptmning Institute, U.E GovernnuoU, 


•iiiya 
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development. Agriculture in this district is highly commercialized, witii 57.5 per cent of G.C.A. 
under commercial crops mainly sugarcane. Because of their geographical situation Almora and 
Lalitpur are lagging behind in agricultural development. Lakhimpur Kheri and Azamgaih fall in 
the intermediate category in terms of agricultural development. 

THE STUDY VILLAGES 

The average population of the selected villages was 3455 and the average number of 
households 529. Thus our sample of 510 households consists of about 10 per cent of the total 
households of the selected villages. Size of population and number of households in eadh village 
have been shown in Table 2.4 


Table 2.4 : Population of Sample Villages 


District 

Block 

Village 

Total 

No.(rf 




Population 

Household 

Almora 

Chaukhutia 

Chaiina (D) 

790 

130 


Chaukhutia 

Jhalahat(B) 

1612 

265 

Azamgarh 

Salhiyan 

Rasoolpur (D) 

17357 

2500 


Azmadgarh 

Patar(B) 

890 

113 

Lakhimpur Kheri 

Behjun 

Sunsi (D) 


300 



Semra(B) 

1450 

240 

Lalitpur 

Talbehata 

!" 

Kadesaia Kala (D) 

2150 



Bridha 

Aera(B) 

3900 


Muzafifamagar 

Shainali 

Goharani(D) 

2706 

492 


Shamali 

Jala^mr (B) 

2000 

325 

Grand Total 

34555 

5290 


Note: D= Developed VUtage; Backward 
























The availability of varioas types of infrastructural facilities in the selected villages has 
been shown in Table 2.5. As would be expected most of these facilities were available within 1- 
3 tons, in case of the developed villages, while the distance varied from 3 to 10 tons, in case of 
the backward village. 


Table 2.5 : Distance of Selected Villages from Various Facilities tin Km. ) 


District/ 

Village 

Block 

Office 

Near- 

est 

Town 

Bus 

Sta- 

tion 

Rail- 

way 

Sta- 

tion 

Pucca 

Road 

Comm 

-ercial 

Bank 

Regu- 

lated 

Mar- 

met 

Almora 








Chauna (B) 

15 

19 

2 

134 

2 

2 

2 

Jhalahat (D) 

4 

7 

4 

123 

4 

10 

10 

Azamgarh 








Rasoolpur (D) 

8 

3 

3 

20 

3 

3 

3 

Patar (B) 

14 

11 

7 

20 

2 

9 

2 

Lakhimpur-Kheri 








Sunsi(D) 

13 

2 

2 

5 

2 

2 

2 

Semrai (B) 

32 

8 

8 

3 

3 

8 

8 

Lalitpur 


■ 


i 

. i 



1 

Blidha (D) 

17 

3 

1 

3 

1 

3 

3 

Talbehata(B) 

7 

7 

0 

7 

0 

7 

7 

MuzafTarnagar 








Goharani (D) 

2 

2 

2 

1 

1 

2 

2 

Jalalpur (B) 

7 

7 1 

7 

3 

3 

7 

7 


Note : D = Developed Vittage; B = Backward VMage. 


The distribution of operational holdings in the sample villages has been shown in Table 
2.6. The marginal holdings constituted 48.2 per cent of holdings but accounted for only 13.8 per 
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cent of area. Small holdings accounted for 25.8 per cent of holdings and 22.1 per cent of area. 
On the other hand medium and large holdings constituting about 9 per cent of total holdings 
possessed 36 per cent of total area. 


Table 2.6 ; Distribution of Operational Holdings in the Selected Villages 


Size Category 
(in ha.) 

No. of Holdings 

Area of Holdings 
(in Acres) 

Total 

Per Cent 

Total 

Percent 

Marginal 
(Upto 1.0 ha.) 

2241 

48.2 

1033 

13.8 

SmaU 

(1.0 to 2.0 ha.) 


25.8 

1650 

22.1 

Semi-Medium 
(2.0 to 4.0 ha.) 

781 

16.8 

2092 

28.0 

Medium 
(4.0 to 10.0 ha.) 

383 

8.2 

' 2171 

29.1 

Large 

(Above 10.0 ha.) 

43 

0.9 

524 

6,9 

All Categories 

■ ■ ■ ■ ■ 

4648 

100.0 

7460 

100.0 


Source: Viilage records 


The total reported area of the sample villages was 8176 hectares out of which 7433 
hectare (90.9 per cent) area was under cultivation Average cropping intensity in the selected 
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villages was 161.6 vaiying from 121.1 to 193.8 (Table 2.7). Cropping intensity in 
Muzafiamagar district villages was much lower as the district specializes in sugarcane 
cultivation which is a long standing crop. 


Table 2.7 : Land Utilization in Selected Villages 


(Area in ha.) 


DistricWillage 

Reporting 

Area 

Net Area 
Sown 

Area Sown 
More than 

once 

Cropping 

Intensity 

Almora 

(a) Chauna (D) 

(b) Jhalahat (B) 

18.22 

68.83 

12.96 

50.66 

12.15 

40.00 

193.75 

178.96 

Total 

87.05 

63.62 

52.15 

181.97 

Azamgarh 

(a) Rasoolpur (D) 

(b) Tatar (B) 

3729.00 

249.55 

3196.00 

238.00 

2500.00 

130.00 


Total 

3978.55 

3434.00 

2630.00 


Lakhlmpur Kheri 

(a) Sunsi(D) 

(b) Semrai(B) 

260.00 

420.00 


■ 

166.96 

135.18 

Total 

680.00 

622.00 

290.00 

146.62 

Lalitpur 

(a) Kadesarakala (D) 

(b) Aera(B) 

615.00 

1190.00 

590.00 

1168.00 

450.00 

800.00 

176.27 

168.49 

Total 



1250.00 




M 

mumm 



Total 

1625.00 

1555.00 

356.00 

122.89 

Grand Total 

8175.60 

7432.62 

4578.15 

161.60 
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Irrigation facilities were relatively well developed in the sample villages, with 84 per cent 
of the net sown area receiving imgation. In the two villages of Lalitpur district and 1 village of 
Almora per cent of irrigated area was relatively lower (Table 2.8). Tubewells were the main 
source of irrigation in all the villages except the two villages of Almora, which depended upon 
canal imgation. 

Table 2.8 ; Irrigated Area in Sample Villages 


(Area in Ha.) 


District/ Villages 

Irrigated Area 

Non-irrigated 

Area 

Total 

Almora 
(a) Chauna (D) 


8.16 

13.16 


(37.99) 


HEHI 

(b) Jhalahat (B) 


4.66 

54.66 


(91.47) 

(8.53) 


Azamgarh 
(a) Rasoolpur (D) 

2880.00 

320.00 



(90.00) 

(10.00) 


(b) Patar (D) 

230.00 

9.55 

239.55 


(96.00) 

(4.00) 

■HSn 

Lakhimpur Kheri 
(a) Sunsi(D) 

215.00 

10.14 

225.14 


(95.00) 

(4.50) 

■iiwyaiM 

(b) Semrai (B) 

390.00 

9.07 



(97.00) 

(3.00) 


Lalitpur 

(a) Kadesarakala (D) 

359.51 

239.68 

599.19 


(60.00) 

(40.00) 

(100.00) 

(b)Area(B) 

702.60 

468.40 

1171.00 


(40.00) 

(100.00) 

Muzaffarn^ar 
(a) (joharani (D) 

776.15 

40.85 

817.00 




(100.00) 

(b) Jalalpur (B) 



741.00 




(100.00) 

Grand Total 

6275.16 

1184.61 

7459.77 


(84.12) 

(15.88) 

(100.00) 


Note : D = Devdoped Village; B— Backward Village. 
Source: Village records 
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Agriculture was found to be the predominant activity in the sample villages. The main 
crops grown included wheat, paddy, coarse cereals, pulses, sugarcane and oilseeds. Dairying 
was practiced as a subsidiary activity. Traditional industries in the sample villages included rope 
making, basket making, weaving, etc. Gur and khandsari units were found in the villages of 
Muzaffamagar and Lakhimpur Kheri, which are sugarcane growing area. 
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CHAPTER in 

THE GROWTH OF INSTITUTIONAL CREDIT 
IN UTTAR PRADESH 

I. INTRODUCTION 

The expansion of institutional credit in rural areas has been a major aim of public policy 
since Independence. Initially the thrust of the policy was on the cooperative credit system 
following the recommendation of the celebrated All India Rural Credit Survey Committee Report 
(RBI, 1954). Later on a major programme on the expansion of commercial bank branches in the 
rural areas was taken up after the nationalisation of 14 major commercial banks in 1969. Since 
then a vast expansion of institutional credit facilities has taken place in the rural areas of the 
country. The progress of institutional sources of credit in rural areas of Uttar Pradesh has been 
briefly reviewed in this chapter. 

II. GROWTH OF COOPERATIVE CREDIT 

Progress of primary agricultural societies in U.P. has been shown in Table 3.1. From a 
small membership of 8.5 lakhs in 1950-51 the membership of PACs crossed 100 lakhs in 1985- 
86 and at present stands at 153.6 lakhs. Similarly the loans distribution by PACs have shown a 
phenomenal increase over the years rising jfrom a paltry amount of Rs.2.3 crore in 1950-51 to 
Rs.254.5 crore in 1985-86 and further to Rs.794.9 crore in 1997-98. 
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Table 3.1 : Progress of Primary Agricultural Credit Cooperative Societies in U.P 

Since 1950-51 


Year 

No. of 
Societies 

Membership 
(in Lakh) 

Share Capital 
(in Rs. Crore) 

Loans 

Distributed 

(Rs.Crore) 

Loans Distri- 
buted per 
Member (Rs) 

1950-51 

26390 

8.5 

1.0 

2.3 

26.8 

1955-56 

44006 

14.9 

2.7 

5.6 

39.9 

1960-61 

55131 

33.4 

8.9 

30.9 

92.C 

1965-66 

35188 

50.6 

14.9 

44.5 

87 > 

1970-71 

25922 

55.3 

21.9 

51.3 

92.9 

1975-76 

12994 

70.0 

1 37.0 

95.1 

135.9 

1980-81 

8618 

86.9 

66.6 

188.9 

214.0 

1985-86/ 

8601 

100.4 

88.4 

254.5 

253.5 

1990-91 

8599 

121.4 

126.9 

380.0 

i 313.0 

1996-96 

8799 

148.4 

188.1 

815.8 

549.7 

1996-97 

8384 

149.6 

192.5 

797.5 

533.1 

1997-98 

8384 

153.6 

198.1 

794.9 

517.5 


Source : Resistrar Cooperative Sodedes. U.P. 


The cooperative credit structure in U.P. consists of the U.P. Cooperative Bank at the apex 
level, 60 District Central Cooperative Banks at the district level and 8384 Primary Agricultural 
Societies at the village level. The Uttar Pradesh Sahakari Gramin Vikas Bank, which has 299 
branches, provides long tenn credit. The details of the lending activities of these institutions 
have been given in Table 3.2. The number of membership of the Cooperative Credit Societies is 
fairly large at 1.53 crore, but recoveiy ratio is low with over dues anounting to nearfy 40 per 
cent. About halfofthe PACs are actually incurring losses. * 

The availability of cooperative credit has expanded sharply in the recent years. Totd 
loans advanced by the PACs have gone up from Rs. 188.94 crore in 1990-91 to Rs.379.99 crore 
in 1990-91 and further to Rs.797.67 crore in 1996-97. The recovery position, however, 
deteriorated sharply over time coming down to around 50 per cent in the eighties. It has 
improved somewhat in the recent years but is still hovering between 60 and 70 per cent. 
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Table 3.2: Cooperative Credit Structure in Uttar Pradesh 


(a) U.P. Cooperative Bank (UPCB) 



1993-94 1994-95 


No. of Branches 


Total Deposits (Rs. Cr. 


Total Loans Outstanding (Rs.Cr. 


Net Profit (Rs. Crore) 


29 


1208.63 


1350.3 3 

88 . 


5.87 


I 


29 


1277.79 


1458.61 


86.70 


6.83 


1995-96 

28 


1405.29 


1864.09 


85.70 


8.57 


(b) District Central Cooperative Bank (DCCBs) 
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(c) Primary Agriculture Credit Societies (PACS) 


Item 

1993-94 

1994-95 

1995-96 

No. of PACS 

8599 

8597 

8602 

Membership (in Cr.) 

1.49 

1.52 

0.76 

Borrowing Members (in Cr.) 

0.75 

0.79 

0.76 

No. of Societies in Profit 

4302 

4472 

4479 

As % Total PACS 

50.02 

52.02 

52.06 

Average Membership per Society 

1733 

1768 

1778 

% of Boirowing Members to Total Members 

50.03 

51.97 

49.67 

Average Loaan OutstaiKJ^ per Bonowing Member 

1806 

1849 

2038 

Deposits (Rs. Cr.) 

64.48 

68.14 

68.14 

Borrowings (Rs.Cr.) 

873.73 

977.04 

990.34 

Loans Issued (ST&MT) (Rs.Cr.) 

763.53 

802.38 

815.76 

Loans (Outstanding) (Rs.Cr.) 

1354.70 

1460.57 

1548 67 

% of Ovetdues to Demand (30 June) 

29.46 

33.59 

39.00 


(d) Uttar Pradesh Sahakari Gramin Vikas Bank (UPSGVB) 


Item 

1993-94 

1994-95 

1995-96 

No. of Branches 

287 

288 

299 

Loans Outstanding (Rs.Cr.) 

817.23 

912.22 

1017.29 

Loans Overdue (Rs.Cr.) 

82.37 

80.70 

78.85 

% of Ovcrdues to Demand 

27.73 

23.70 

19.90 

Profit (Rs. Crore) 

12.26 

13.72 

14.45 


Source : NABARD, This Is Uttar Pradesh: Profiles and Poteniuds. Lucknow, 1996. 
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The problem of iniquitous availability of credit is also found in the case of the 
cooperative societies, which are mostly dominated by upper caste medium and large farmers 
(Table 3.3). 


Table 3.3 : 


Category-wise Loans and Advances bv Primary Agricultural Credit 


Societies in Uttar Pradesh. 1990-91 


SI. 

No. 

Type of Holding 

No. of Borrowers 
(‘000) 

Amount 

(Rs.Crore) 

1. 

Upto 2.00 ha. 

1683 

127.45 



(63.68) 

(49.20) 

2. 

Above 2.0 ha. 

881 

130.36 



(33.33) 

(50.32) 

3. 

Tenant Cultivators <55: Agricultural Labourers 

79 

1.23 


! 

(3.00) 

(0.48) 

4. 

Total 

2643 

259.04 


1 

(100.00) 

(100.00) 


Source : Reserve Bmk ofln&a. Currency and Finance Report, J993~94 
Note : Figwres in brackets show percentages. 


In terms of membership the spread of cooperative credit societies is still low in Uttar 
Pradesh. Thus, memberehip of PACS is only 13.16 per cent of rural population. The 
availability of short term cooperative credit per ha. of gross sown area is only Rs.308. It varies 
from as low as Rs.l84 in Bundelkhand Region to Rs.515.54 in North Western U.P. (Table 3.4). 
Medium term loaning of cooperatives is also at a very modest level. District-wise position of 
cooperative credit institutions has been shown in Appendix 3.1. 
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Table 3.4; Region-wise Agricultural Cooperative Credit Facilities In Uttar Pradesh : 
1994-95 


Item 

North 

West 

UP. 

South 

West 

U.P. 

Central 

UP. 

East 

UP 

Tarai 

East 

UP 

Plain 

HiU 

Re- 

gion 

Biindel- 

khaiid 

Ail U.P. 

No. of DCB 

282 

195 

332 

170 

235 

166 

87 

1467 

Per Lakh of Rural Population 

1.41 

1.09 

1.42 

0.93 

1.07 

3.58 

1.64 

1.32 

No. of UPLDB Branches 

68 

64 

55 

. j 

29 

41 

13 

18 

288 

Per Lakh of Rural Population 

0.34 

0.36 

0.23 

0.16 

0.19 

0.28 

0.34 

0.26 

No. of PACS 

1194 

1373 

1809 

1321 

1750 

737 

418 

8602 

Per Laldi of Rural Population 

5.99 

7.66 

7.72 

1 

7.23 

7.95 

15.89 

7.90 

7.71 

Membership of PACS in Lakh 

25.97 

26.21 

32.51 

20.69 

25.20 

6.98 

9.13 

146.69 

% of Rural Population 

13.03 

14.63 

13.87 

11.33 ! 

11.45 

15.05 

17.25 

13.16 

Short Term Loaning by PACS 

26816 

13492 ; 

13096 

1 

7276 

9528 

4339 

4009 

78557 

(Rs.Lakh) 

Per Ha. of Gross Sown Area 

515.59 

290.98 

255.74 

199.21 

260.13 

397.88 

i,.„ 

183.89 

307.52 

Medium Term Loaning by 
PACS (Rs.Lakh) 

172.75 

123.06 

185.04 

206.39 

106.78 

697.35 

213.64 

1705.01 

Per Ha. of Gross Sown Area 

3.32 

2.65 

3.61 

5.65 

2.92 

63.94 

9.80 

6.67 


Source dmoorUmt Statistics of Uttmr Pradesh Cooperative Movement 1995. Re^strar 
Cooperaiive SocieHes, U.P., Lucknow. 


III. GROWTH OF BANK CREDIT 

Since nationalisation of banks in 1969 the banking facilities have rapidly expanded in the 
rural areas of the state. The number of rural branches of commercial banks which was 2275 in 
1981 increased to 5766 in 1991 and stood at 5444 in 1998 



Area 


1991 


Rural 


5766 


Semi-Urban 


1154 


Urban 


1135 


Metropolitan 


Total 


8434 


Total Advances 


Term Loans 


Short Term Advance 


45.01 


33.61 


11,40 


1979-80 


43.89 


1984-85 


109.10 


298. 


(Table 3.5). Similarly total advances of commercial banks to farmers have gone up very sharply 


from a mere Rs.45.01 crore in 1979-80 to Rs.369.00 crore in 1990-91 and further to Rs.711,34 m 


1996-97 (Table 3.6). 


Table : 3.6 : Direct Finance to Farmers bv Commercial Banks in U.E 


(Rs. Cr.) 


Year 


110.96 


154.85 


259.90 


369.00 


Source : Reserve Bank of India, 
(Annual), Bombtyf 


Source : Reserve Bank of India, Current 
(Annual), Bombay 


and Finance Remit 
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The present position of commercial banks has been shown in Table 3.7, The number of 
total bank branches in U.P. at the end of 1995 was 8606. Total agricultural advances of 
commercial banks amounted to Rs.2986 crore or 22.5 per cent of their total advances. There are 
40 Regional Rural Banks in U.P. with 3035 branches, which advanced a credit of Rs.l548 crore 
in 1995-96. However, recover}' position of the RRB is not good and as man}' as 38 out of the 40 
RRBs are running into losses (Table 3.8) 

Table 3.7 : Working of Scheduled Commercial Banks in U.P. 



1 i 

March 1993 i March 1998 l 

i ■ 

No. of Branches 

8557 

DO 

00 

o 

Total Deposits (Rs. Cr.) 

25431 

58760 

i 



Total Advances (Rs.Cr.) 

10773 

o 

0© 

Total Priority Sector Advances (%) 

55.2 

! 

57.1 1 

I 

Total Agricultural Advances (%) 

22.6 

20.4 ! 

1 

CD Ratio 

42.4 

j 

, ,f 

28.6 

! 

■ ■ » • ■ ■ ™ J 


Source : RBI, Currency and Finance Report (Annual), Bombay 


Table 3.8 : Working of Regional Rural Banks in U.P. 



31.3.94 

31.3.95 

31.3.96 

No. of RRBs 

40 

40 

40 

Districts Covered 

65 

65 

65 

No. of Branches 

3045 

3037 

3035 

Total Deposits (Rs.Cr.) 

2465 

3020 

3786 

Total Advances (Rs.Cr.) 

1096 

1309 

1548 

CD Ratio 

45.00 

45.66 

41.87 

No. of RRBs in Profit 

12 

12 

12 

No. of RRBs in Loss 

28 

28 

28 


Source : NABARD, This Is Uttar Pradesh : Profiles and PotenUtd, Lucknow, 1996. 


Significant variations in the level of commercial bank loans are observed across the 
different agro-climatic zones in U.P. (Table 3.9), ITius, crop loan per ha. of GSA ranges from 
Rs.238 in Bimdelkhand to Rs.778 in North-West U.P. The Western and the Ifill Regions fare 
better in terms of commercial bank lending as compared to other regions of the state, whereas 
Eastern Region and Bimdelkhand are lagging behind. District-wise details of banking facilities 
are given in Appendix 3.2. 
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A major shortcoming of the institutional credit structure is the inequitous access to 
finance. The marginal farmers, who constitute 73.8 per cent of total operational holdings, have a 
ihare of 30.10 per cent in short term and 15.32 per cent in long term lending by the commercial 
banks. On the other hand medium and large fanners with 10.6 per cent share in holdings, comer 
of short term and 66.19 per cent of long term bank credit (Table 3.10). 


Table 3.9 : Region-wise Availability of Commercial Bank Credit to Ajzricultural 
Sector in U.P. : 1995-96 


Region 

Rural Bank 
Branches 

Crop Loan 

Total 

Term 

Loan 

(Rs. 

Lakh) 

Total 

Agricu- 

ltural 

Loans 

(Rs. 

Lakh) 

No. 

Per 

Lakh of 
Popula- 
tion 

Rs. 

Crore 

Per Ha. 
ofGSA 
(Rs.) 

North West U.P. 

662 

3.32 

404.77 

778 

304.36 

709.14 

South West U.P. 

543 

3.03 

234.20 

505 

187.89 

422.09 

Central U.P. 

608 

2.59 

192.86 

377 

167.19 

360.04 

East U.P. Plain 

564 

2.56 

106.22 

290 

144.21 

250.43 

East U.P. Tarai 

456 

2.50 

160.84 

440 

110.33 

^ 271.17 

Hill Region 

366 

7.89 

78.48 

720 

49.15 

127.64 

Bundelkhand 

157 

2.97 

51.95 

^ 238 

37.07 

89.03 

Uttar Pradesh 

3316 

2.97 

1229.33 

481 

1000.21 

2229.54 


Source : NABABD, This is Uttar Pradesh : Proffle and Potentials, Lucknow, 1996. 
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Table 3.10 : Category-wise Commercial Bank Loans Outstanding to Farmers in U.P. 
as on June 1997 


Loans 


Category 


No. of Accounts 
(‘000) 


Amount 

(Rs.Cr.) 


Source : RBI, Report on Currency and Finat 
Note : Figures in brackets show percentages. 


Though institutional advances have been rising rapidly over time in the state, the 
availability of credit is still inadequate in comparison to the requirement. Thus, bank credit to 
agriculture was only Rs.l615 per ha. of net sown area in U.P. in 1995-96 as compared to the 


IV. SHARE OF INSTITUTIONAL CREDIT 


As a result of the expansion of institutional sources of credit in die rural areas the share of 
institutional credit in total rural borrowings has gone up substantially with a corresponding 
decline in the shaio of the non-institutional credit. Thus, institutional sources were meeting 
around one-fourth of total credit demand in 1971 and over one-half of the credit demand in 1981. 


Above 5.0 Acres 

203.69 

180.30 

177.01 

1041.60 


(26.23) 

(36.47) 

(28.09) 

(66.19) 


Term Loan 

No. of 
Accounts 
(‘000) 

Amount 

(Rs.Cr.) 


All Categories 

776.39 

513.56 

630.16 1573.76 


(100.00) 
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Table 3.11 : Percentage of Rural Households and Percentage of Outstanding Cash 
Dues bv Credit Agency in U.P. 


Credit Agency 

Percentage of Repor- 
ting Households 

Percentage of Cash 
Dues Outstanding 

on 30.6.71 

on 30.6.81 

on 30.6.71 

on 30.6.Si 

Government 

mm 

1.05 

8.37 

4.84 

Cooperative Societies 

■9 

3.82 

13.16 

21.09 


0.12 

2.38 

1.34 

29.03 




0.19 

0.08 

Provident Fund 

0.13 

■■ 

0.36 

0.05 

Total Institutional Sources 

7.75 

7.31 

23.42 

55.09 

Landlord 

3.70 


6.35 

2.57 

Agricultural Moneylender 

10.39 

4.11 

25.43 

14.40 

Professional Moneylenders 

9.46 

2.65 

24.85 

12.09 

Traders 

2.60 

0.77 

4.78 

2.59 

Relatives & Friends 

■■ 



9.06 

Other Sources 

1.28 


2.36 

4.17 

Total Non-lnstitutionai Sources 

34.49 

12.17 

76.57 

44.88 

Total 

37.32 

17.39 

100.00 

100.00 


Source: Reserve Bank oflnOa, AJl India Debt and Investment Survey. 1971-72. and NSSO, 
Sarvekshana. July. 19S7. 


The share of different agencies in rural credit is shown in Table 3.11. Most dramatic has 
been the increase in the share of the commercial banks, which provided 29.03 per cent of rural 
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credit in 1981, cooperatives providing another 21.09 per cent of rural credit. Still nearly 45 per 
cent of rural credit is being provided by the non-institutional sources. Agricultural moneylenders 
together with the professional moneylenders provided aroimd one-fourth of rural credit in 1981, 
i.e., nearly 60 per cent of non-institutional credit. Relatives and fiiends still remain an important 
source of lural finance providing aroimd one-tenth of total credit demand. 


Table 3.12: Percentage of Reporting Households and Per cent Distribution of Cash Dues 
From Institutional Sources in U.P. (Rural) As on 30.6.1981 


SI. 

No. 

Household Asset Holding (Rs) 

Per cent of Reporting 
Households 

Per cent of Cash 
Dues 

1. 

Upto 


0.85 

4.48 

2. 

1000- 

5000 

2.53 

26.53 

3. 

5000- 

10000 

3.28 

17.35 

H 

10000- 

20000 

5.04 

29.34 

5. 

20000- 

50000 

9.02 

44.16 

■ 

50000- 

100000 

10.06 

60.76 

7. 

100000-500000 

13.97 

78.61 

m 

500000 ^d above 

22.56 

96.74 

B 

All Groups 

7.31 

55.12 


Source : NSSO, Sarvekshana, July, 1987. 
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Another feature of institutional credit revealed by the All India Debt and Investment 
Surveys is the hi^ degree of inequity in access to credit. Thus, only 7.3 per cent of rural 
households reported borrowing from institutional sources in 1981. For the poorer households, 
non-mstitutional sources remained the major supplier of credit. The dependence of richer 
households on these sources was relatively less, and declines with the increase in the value of 
their household assets (Table 3.12). 


V. SUMMING UP 

Our brief survey of the growth of institutional credit shows a dramatic expansion of 
institutional financial structure in the rural areas of Uttar Pradesh since Independence. As a 
result institutional sources mainly commercial banlcs and cooperative societies have displaced the 
moneylender as the major supplier of rural credit. However, considerable inter-regional and 
inter-personal inequity in access to institutional credit facilities remains. Bulk of bank credit as 
well as loans from cooperatives have been cornered by the rural rich. Though the much- 
mali^ed rural moneylender has been displaced from his position of dominance, he still remains 
an in^rtant player in the field of rural finance especially for the rural poor. The working of the 
financial institutions is also affected by a number of inefficiencies and shortcomings. They are 
further plagued by high levels of over-dues which reduces their viability for future lending. 



Appendix 3.1 : District-wise Cooperative Credit Institutions in U.P,. 1994-95 


District U.P. Land Priiary Agricultural Credit Short Ten Loan- liediun Per 
District Cooperative Developient Societies ing by PACS Ters Ha. of 

Bank Sank Loaning Gross 



Ho. of Per No. of Per No.of Per Meaber- Per Cent 

Bran- Lakh of Bran- Lakh of PACS Lakh of ship of of Rural 

ches Rural ches Rural Rural PACS (in Popula- 

Popula- Popula- Popula- Lakh} tion 

tion tion tion 

(Rs. in Per Ha. by PACS 
Lakh) of Gross (Rs. in 
Sown Lakh) 

Area 

Sown 

Area 

Bareilly 

19 

LOO 

6 

0.31 

149 

7.82 

2.47 

12.97 

1666.31 

326.62 

27.26 

5.34 

Bijnor 

33 

1.79 

8 

0.44 

105 

5.71 

2.55 

13.87 

3458.81 

759.43 

30.20 

6.63 

Bulandshahr 

25 

1.11 

7 

0.31 

174 

7.71 

1.74 

7.71 

1930.47 

325.58 

0.00 

0.00 

Ghaziabad 

25 

1.72 

5 

0.34 

81 

5.56 

2.07 

14.22 

1730.77 

576.65 

3.86 

1.29 

Haridwar 

11 

1.42 

3 

0.39 

40 

5.15 

0.97 

12.50 

1164.60 

637.77 

1.11 

0.61 

neerut 

34 

1.57 

6 

0.28 

117 

5.39 

3J3 

15.33 

3244.14 

638.99 

8.70 

1.71 

Horadabad 

42 

1.41 

8 

0.27 

148 

4.96 

3.94 

12.21 

2892.42 

369.51 

33.48 

4.28 

Huzaffarnagar 

36 

1.68 

6 

0.28 

94 

4.39 

2.69 

12.55 

3967.05 

775.94 

42.82 

8.38 

Rawpur 

21 

1.89 

5 

0.45 

65 

5.86 

1.44 

12.98 

2096.89 

628.31 

9.81 

2.94 

Saharanpyr 

17 

0.99 

6 

0.35 

106 

6.67 

2.43 

14.14 

2415.94 

536.85 

1.82 

0.40 

Shahjahapur 

19 

1.21 

8 

0.51 

115 

7.30 

7.30 

14.92 

2248.15 

391.21 

13.69 

2.38 

KORTH-HEST U.P. 

282 

1.41 

68 

0.34 

1194 

5.99 

25.97 

13.03 26815.59 

515.54 

172.75 

3.32 

Agra 

17 

1.04 

8 

0.49 

IBO 

10.98 

2.68 

16.34 

1359.92 

361.55 

0.00 

0.00 

Aligarh 

20 

0.81 

9 

0.36 

187 

7.58 

3.04 

12.32 

2018.91 

318.20 

0.00 

0.00 

Badaun 

23 

1.14 

9 

0.45 

162 

8.03 

3.72 

18.44 

1722.68 

273.39 

1.33 

0.21 

Etah 

22 

1.18 

6 

0.32 

105 

5.61 

2.90 

15.51 

1324.91 

260.68 

37.50 

7.38 

Etawah 

25 

1.40 

5 

0.28 

136 

7.59 

3.05 

17.03 

885.67 

196.70 

1.64 

0.36 

Farrukhabad 

20 

1.01 

6 

0.30 

124 

6.24 

2.87 

14.45 

901.25 

196.65 

24.70 

5.39 

Ferozabad 

10 

0.89 

3 

0.27 

98 

8.70 

1.23 

10.92 

687.49 

263.43 

20.47 

7.84 

Kanpur Nagar 

- 

- 

1 

0.26 

29 

7.61 

0.40 

10.50 

186.51 

221.62 

0.00 

0.00 

Kanpur Dehat 

28 

1.39 

7 

0.35 

158 

7.84 

2.73 

13.54 

880.74 

177,07 

10.00 

0.02 

Hainpuri 

11 

0.96 

3 

0.26 

84 

7.35 

1.41 

12.34 

669.47 

224.12 

14,73 

4.93 

Mathura 

19 

1.29 

7 

0.47 

no 

7.45 

2.18 

14.77 

2854.53 

651.67 

12.69 

2.90 

SOUTH HEST U.P. 

195 

1.09 

64 

0.36 

1373 

7.66 

26.21 

14.63 13492.08 

290.98 

123.06 

2.65 

Allahabad 

45 

1.15 

9 

0.23 

273 

7.00 

5.09 

13.05 

2107.29 

345.26 

34.64 

5.68 

Barabanki 

23 

1.05 

4 

0.18 

153 

6.96 

2.72 

12.38 

482.90 

102.83 

0.50 

0.11 

Fatehpur 

33 

1.93 

3 

0.18 

112 

6.55 

2.19 

12.80 

864.85 

229.39 

7.50 

1.99 

Hardoi 

22 

0.91 

5 

0.21 

200 

8.25 

3.08 

12.70 

398.76 

67.74 

0.81 

0.14 

Kheri 

55 

2.55 

6 

0.28 

129 

5.97 

3.26 

15.09 

3163.18 

487.57 

72.19 

11.13 

Lucknow 

20 

0.19 

4 

0.39 

103 

9.98 

2.45 

23.74 

462.68 

223.35 

0.24 

0.17 

Pilibhit 

13 

1.24 

4 

0.38 

71 

6.78 

1.61 

15.38 

2058.78 

544.68 

19.88 

5.26 

Rae Bareli 

33 

1.56 

7 

0.33 

190 

8.99 

3,57 

16.90 

896.03 

221.30 

47.83 

11.81 

Sitapur 

39 

1.55 

6 

0,24 

204 

8.12 

3.34 

13.29 

1216.60 

207.25 

0.00 

0.00 

Sultanpur 

29 

1.19 

5 

0.20 

188 

7.69 

2.70 

11,04 

660.57 

152.16 

1.45 

0.33 

Unnao 

20 

1.05 

5 

0.26 

186 

9.78 

2.50 

13.15 

784.15 

188.85 

0.00 

0.00 

CEHTRAL U.P. 

332 

1.42 

55 

0.23 

1809 

7.72 

32.51 

13.87 ] 

[3095.79 

255.74 

185.04 

3.61 
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Bahraich 

27 

1.06 

4 

0.16 

155 

6.09' 

2.56 

10.05 

627.08 

89.77 

0.00 

0.00 

Basti 

24 

0.94 

3 

0.12 

191 

7.45 

2.91 

11.35 

630.09 

127.07 

0.00 

0.00 

Deoria 

41 

1.00 

4 

0.10 

330 

8.02 

5.58 

13.56 

3657.98 

567.03 

134.95 

20.92 

6onda 

30 

0.91 

8 

0.24 

227 

6.86 

2.48 

7.50 

168.69 

24.50 

0.00 

0.00 

Gorakhpur 

48 

1.93 

4 

0.16 

186 

7.47 

2.85 

11.44 

838.85 

211.01 

47.46 

11.94 

Naharajganj 

- 

- 

3 

0.19 

99 

6.21 

2.24 

14.05 

834.95 

236.22 

23.98 

6.78 

Sidharthnagar 

- 

- 

3 

0.18 

133 

8.07 

2.07 

12.56 

518.13 

138.78 

0.00 

0.00 

EAST U.P. TARAI 

170 

0.93 

29 

0.16 

1321 

7.23 

20.69 

11.33 

7275.77 

199.21 

206.39 

5.65 

Azasgarh 

26 

0.96 

5 

0.17 

278 

9.49 

3.16 

10.79 

1200.62 

252.64 

6.97 

1.47 

Ballia 

35 

1.72 

3 

0.15 

165 

8.10 

1.94 

9.52 

518.35 

151,89 

0.00 

0.00 

Faizahad 

26 

0.99 

5 

0.19 

202 

7.68 

2.71 

10.30 

847.91 

181.90 

0.00 

0.00 

Ghazipur 

22 

0.98 

4 

0.18 

191 

8.53 

2.47 

11.04 

1670.29 

432.40 

11.34 

2.94 

Jaunpur 

39 

1.30 

5 

0.17 

227 

7.58 

3.05 

10.19 

1096.36 

256.62 

6.49 

1.52 

Hau 

- 

- 

3 

0.25 

105 

8.74 

1.57 

13.06 

742.96 

360.73 

9.83 

4.77 

Hirzapur 

27 

1.89 

2 

0.14 

93 

6.51 

1.98 

13.86 

830.98 

282.02 

2.56 

0.87 

Pratapgarh 

26 

1.24 

5 

0.24 

174 

8.33 

3.55 

16.99 

818.58 

244.20 

57.02 

17.01 

Sonbhadra 

- 

- 

2 

0.21 

62 

6.66 

1.04 

11.17 

310.85 

129.55 

2.52 

1.05 

Varanasi 

32 

0.90 

4 

0.11 

253 

7.15 

3.73 

10.54 

1491.52 

303.76 

10.05 

2.05 

EAST It.P. PLAIH 

235 

1.07 

41 

0.19 

1750 

7.95 

25.20 

11.45 

9528.42 

260.13 

106.78 

2.92 

Aliora 

20 

2.55 

1 

0.13 

106 

13.54 

1.14 

14.56 

99.44 

55.22 

47.90 

26.60 

Chaioli 

19 

4.59 

1 

0.24 

76 

18.36 

0.79 

19.08 

48.74 

69.49 

99.99 142.57 

Debrarhin 

14 

2.75 

1 

0.20 

41 

8.04 

0.38 

7.45 

227.04 

258.86 

14.19 

16.18 

Garhual 

19 

3.16 

3 

0.50 

136 

22.63 

1.23 

20.47 

22.92 

16.51 

71.19 

51.29 

Nainital 

40 

3.86 

4 

0.39 

86 

8.29 

1.32 

12.73 

3427.19 

995.98 

184.20 

53.53 

Pithoragarh 

19 

3.63 

1 

0.19 

137 

26.15 

0.93 

17.75 

162.98 

144.86 

165.54 147.14 

Tehri Gartwal 

22 

4.02 

1 

0.18 

105 

19.20 

0.79 

14.44 

191.43 

172.41 

54.90 

49.45 

Uttarkashi 

13 

5.86 

1 

0.45 

50 

22.52 

0.41 

18.47 

159.63 

345.09 

59.44 128.50 

HILL REGION 

166 

3.58 

13 

0.28 

737 

15,89 

6.98 

15.05 

4339.37 

397.88 

697.35 

63.94 

Banda 

18 

1.11 

4 

0.25 

109 

6.72 

2.01 

12.38 

437.56 

74.60 

15.30 

2.61 

Haiirpur 

20 

1.65 

4 

0.33 

89 

7.34 

2.24 

18.48 

979.93 

175.59 

38.97 

6.98 

Talaun 

19 

2.00 

4 

0.42 

111 

11.68 

1.71 

18.00 

1135.78 

291.07 

30.46 

7.81 

Jhansi 

19 

2.20 

4 

0.46 

68 

7.88 

2.04 

23.64 

985.96 

273.23 

99.80 

27.66 

Lalitpur 

11 

1.70 

2 

0.31 

41 

6.35 

1.13 

17.49 

470.26 

165.16 

29.11 

10.22 

BUNDELKHAHD 

87 

1.64 

18 

0.34 

418 

7.90 

9.13 

17.25 

4009.49 

185.89 

213.64 

9.80 

UTTAR PRADESH 

1467 

1.32 

288 

0.26 

8602 

7.71 

146.69 

13.16 78556.50 

307.52 1705.01 

6.67 




Appndix 3.2 : District-wise Availability of Commercial Bank 



Credit 

in U.P. 

. 1995-96 


(Rs. 

Lakh) 

District 

No. of 

Rural 

Branches 

No. of Total 

Branches Crop 
per lakh Loan 
popula- 
tion 

Crop Total 

Loan Term 

per ha. Loan 
of GSA 
(Rs. ) 

Total 

Agricul- 

tural 

Loan 

Bareilly 

28 

1.47 

2727.00 

535 

2297.00 

5024 . 00 

Bi jnor 

41 

2.23 

3853.03 

846 

2056 . 29 

5909 . 32 

Bulandshahr 

89 

3.94 

2187.37 

369 

2655.74 

4843.11 

Ghaziabad 

66 

4.53 

2159.00 

719 

1816.00 

3975.00 

Haridwar 

33 

4.25 

1789.20 

980 

861.40 

2650.60 

Meerut 

102 

4.70 

4073 . 93 

802 

2076 . 69 

2560 . 62 

Moradabad 

33 

1.11 

6053 . 04 

773 

3034 . 02 

9087.06 

Muzaf farnagar 

71 

3.31 

5600 . 24 

1095 

8068 . 69 

13668.93 

Rampur 

30 

2.71 

4365.20 

1308 

1757.70 

6122.90 

Saharanpur 

77 

4.48 

4891.19 

1087 

1480.28 

6371-47 

Shah jahapur 

52 

3.30 

2778.00 

483 

4333 . 00 

7111.00 

NORTH-WEST U.P 

.662 

3.32 

40477.20 

778 

30436.81 

70914.01 

Agra 

47 

2.87 

3542.17 

942 

2132.14 

5674.31 

Aligarh 

84 

3.40 

4160.83 

656 

3309.65 

7370.48 

Badaun 

72 

3.57 

2070.00 

329 

2403.00 

4473.00 

Etah 

29 

1.55 

2687.40 

529 

2179.35 

4868 . 75 

Etawah 

50 

2.79 

937 . 46 

208 

1417.59 

2355.05 

Farrukhabad 

14 

0.70 

1808.00 

394 

1410.00 

3210.00 

Ferozabad 

19 

1.69 

1526.09 

585 

1015.00 

2541.09 

Kanpur Nagar 

30 

7.87 

256 . 96 

305 

283.32 

540.28 

Kanpur Dehat 

46 

2.28 

1893.40 

381 

1010.08 

2903.48 

Mainpuri 

12 

1.05 

987.00 

330 

1349.22 

2336 . 28 

Mathura 

140 

9.49 

3550.31 

811 

2280.11 

5830.42 

SOUTH WEST U.P 

.543 

3.03 

23419.62 

505 

18789.46 

42209 .08 

Allahabad 

107 

2.74 

2414.60 

396 

1967.03 

4381.63 

Barabanki 

24 

1.09 

1040.43 

222 

1178.38 

2218.81 

Fatehpur 

37 

2.16 

1891.95 

502 

804.44 

2696.39 

Hardoi 

46 

1.90 

505.07 

103 

1496.06 

2001.13 

Kheri 

61 

2.82 

4583.99 

707 

2242.51 

6826 . 50 

Lucknow 

66 

6.40 

1008.00 

487 

1134.00 

2142.00 

Pilibhit 

63 

6.01 

2760.55 

730 

1576.08 

4336 . 63 

Rae Bareli 

45 

2.13 

1187.70 

293 

1319.19 

‘2506.89 

Sitapur 

25 

0.99 

1836.01 

313 

2204.79 

4040 . 80 

Sul tanpur 

41 

1.68 

1068.43 

246 

1472.56 

2540 . 99 

Unnao 

93 

4.89 

989.10 

238 

1323.56 

2312.66 

CENTRAL U.P. 

608 

2.59 

19285.83 

377 

16718.60 

36004.43 




Appendix 3.2 (contd ) 


Bahraich 

56 

2.20 

2403.14 

Basti 

55 

2.15 

739.28 

Deoria 

32 

1.61 

3062.45 

Gonda 

104 

3.14 

535 . 97 

Gorakhpur 

57 

2.29 

1182.11 

Maharajganj 

36 

2.26 

1178.65 

Sidharthnagar 

46 

2.79 

275.83 

Bhadoi 

40 

4.26 

3016.40 

Padrauna 

30 

1.41 

3689.79 

EAST U.P TARAI 456 

2.50 

16083.62 

Azamgarh 

139 

4.75 

1104.86 

Ballia 

31 

1.52 

643.72 

Faizabad 

74 

2.81 

1084.00 

Ghazipur 

Jaunpur 

45 

90 

2.01 

3.01 

2053.21 

1604.26 

Mau 

31 

2.58 

225.27 

Mirzapur 

46 

3.22 

1098.47 

Pratapgarh 

48 

2.30 

1160.37 

Sonbhadra 

14 

1.50 

461.63 

Varanasi 

46 

1.77 

1186.53 

EAST U.P PLAIN 

564 

2.56 

10622.32 

Almora 

Chamoli 

52 

26 

6.64 

6.28 

174.28 
74 . 26 

Dehradun 

53 

10.39 

531.55 

Garhwal 

56 

9.32 

52. 16 

Nainital 

69 

6.65 

6355.28 

Pithoragarh 

37 

7.06 

215.64 

Tehri Garhwal 

40 

7.31 

266 . 40 

Uttarkashi 

33 

14.86 

179.38 

HILL REGION 

366 

7.89 

7848.95 

Banda 

31 ' 

1.91 

759.47 

Hamirpur 

Jalaun 

Jhansi 

Lalitpur 

Mahoba 

26 

27 

41 

22 

10 

3. 48 
2.84 
4.75 
3.41 
2.16 

641.73 

1346.71 

1116.37 

81 1 . 64 
519.43 

BUNDELKHAND 

157 

2.97 

5195.35 


344 

1227.32 

3630 . 46 

149 

1605.91 

2345.19 

575 

979.53 

4041.98 

78 

1866.85 

2402.82 

297 

1365.22 

2547.33 

333 

768.25 

1946.90 

74 

826 . 38 

1102.21 

N.A. 

. 1452.04 

4468.44 

N.A. 

. 941.44 

4631.23 

440 

11032.94 

27116.56 

232 

1002.33 

2107.19 

189 

1009.95 

1653.67 

233 

3482.00 

4566.00 

532 

1888.25 

3941.46 

376 

1753.00 

3357.26 

109 

428.58 

653.85 

373 

636.18 

1734.65 

346 

928.71 

2089.08 

192 

715.47 

1177.10 

242 

2576.28 

3762.81 

290 14420.75 

25043.07 

97 

169.17 

343 . 45 

106 

171.32 

245.58 

606 

357.14 

888 . 69 

38 

410.62 

462 . 78 

1847 

3125.13 

9480.41 

192 

245.17 

460.81 

240 

258.66 

525.06 

388 

177.68 

357.06 

720 

4914.89 

12763.84 

129 

746.05 

1505.52 

115 

532.39 

1174.12 

345 

607.19 

1953.90 

309 

805.16 

1921.53 

285 

580 . 73 

1392.37 

N.A. 

435.81 

955.24 

238 3707.33 

8902.68 


UTTAR PRADESH 3316 


2.97 122932.89 481 100020.78 222953.67 


Sou rce 
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CHAPTER IV 

SOCIO-ECONOilC CHARACTERISTICS 
OF THE SAMPLE HOUSEHOLDS 


IV.l INTRODUCTION 

As already indicated a sample of 510 households from 10 villages spread over the five 
economic regions of the state was selected for field study. In this Chapter we briefly discuss the 
main socio-economic characteristics of the sample household covering aspects like caste, literacy 
levels, occupational distribution, ownership of physical and financial assets, household income, 
etc. 


IY.2 RELIGION AND CASTE 


36.08 per cent of the sample households belonged to the Upper Castes, 22.35 per cent to 
Backward Castes and 33.14 per cent to Scheduled Castes (Table 4.1). Remaining 8.43 per cent 
of the sample households belonged to the Muslim Community. 


Table 4.1 : Distribution of Respondents bv Caste and Religion 


District 

Higher 

Caste 

Backward 

Caste 

Scheduled 

Caste 

Muslims 


Almora 





. 


Azamgarh 

WE3SE3M 


ESEEil 

39(35.46) 


Lakhunpur 

42(42.00) 



MmIi'imI 


Lalitpur 

18(18.00) 


glfRltTtM 

■HEm 


BA 1 i • 1 I'ii « Jllllllllllllllll^ 


KHw 


■m 


Total 

184(36.08) 

114(22.35) 

169(33.14) 

43(8.43) 



Note : Figures in brackets showpereenttme to total 








52 


IV.3 AGE DISTRIBUTION 

31.96 per cent of the sample households were young (i.e. between the age group 15-35); 
52.55 per cent belonged to middle age group (i.e. between 36-55); and the remaining 15.49 per 
cent to the old age group (Table 4.2). 


Table 4.2 : Distribution of Respondents by Age-Group 


District 

Age-Group (Years) 


■iini 

15-35 

36-55 

HHESaHIlii 





■uom 




29(26.36) 

66(60.00) 

15(13.64) 

110(100.00) 

ESSSSSSHIHIIi 







— 

■HUliliM 



mmmmm 



KESSBI 

TTtl’iliy. 

■iirnaiiiM 

^oftnpitnnM 

Total 


163(31.96) 

268(52.55) 

79(15.49) 

510(100.00) 


Note : Futures in brackets show percentage to total 


IV.4 EDUCATIONAL LEVEL 

The distnbihion of respondents by educational level has been shown in Table 4.3. Only 
22.16 per cent of the respcmdents were illiterate and 19.41 per cent were merely literate. The 
remaming 56.43 per cent respondents had received some formal schooling. A small number 
(2.74 per cent) of respondents were graduates. 



















Note : Figures in brackets show percentage to tond. 


IV.5 OCCUPATIONAL DISTRIBUTION 

The distribution of respondents by primary occupation has been shown in Table 4.4. The 
largest category (60.39 per cent) of the respondents belonged to the agriculturist class. About 19 
per cent of the respondents were landlras labourers. Remaining 20 per ceitf of the respondents 
were occupied in various occupations such as business (6.67 per cent), household indusfty (6.86 
per cent), service (2.74 per cent) and other occupations (4.90 per cent). 






















Table 4.4 : Distribution of Respondents bv Primary OccupatiQii 


Occupational 

Category 

Almora 

Azam- 

garh 

Lakhim- 

pur 

Laiitpur 

MozafTar- 

nagar 

Total 

Agriculture 



HH 

1^9 

IhI 

inm 

Agricultural 

Labour 

HUI 

mgm 

MjU 

■nil 


HH 

lllllllll^ 

Non-Agricultural 

Labour 




EH 


65 

(12.75) 

Business 



■|nH| 

RRB 

BIB 

{■QH 

RBI 

Household 

Industry 

m 


mnii 

REB 

RSH 

m/g/m 

■I 

Service 



5 

(5.00) 


BBB 

14 

(2.74) 

Others 


mi 

wm 


■HU 

■BH 

Hi 

Total 

100 

(100.00) 

110 

(100.00) 



100 

(100.00) 

510 

(100.00) 


Note : Figures in brackets show percentage to total 


Most of the respondents (80.20 per cent) were engaged in some secondaiy occupation as 
well to supplement their income. Daily ing was the main secondary occiipation for 61.81 per cent 
of respondents, while 12.96 per cent also took to agriculture as the secondary occupation and 
15.89 per cent also worked as labourers (Table 4.5). Very few households had non-agricultural 
activities as a secondaiy occupation. 
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Table 4.5 : EHstri button of Respondents by Secondary Occupation 


Occupational 

Category 

Almora 

Azam- 

garh 

Lakhim- 

pur 

Lalitpur 

MuzafTar- 

nagar 

Total 

Agriculture 

liiiii 

10 

(13.51) 

9 

(1L84) 

6 

(7.23) 

wm 

53 

(12.96) 

Agricultural 

Labour 


SIS 

■BBIB 



wmgm 

mSSm 

Dairy 

■KQIIIII 

||||K 




mil 

Non-Agricultraal 

Labour 

5 

(5.44) 

9 

(12.16) 




wm 


'BH 




<» 

mmm 

MitW 

Service 

n 

RHHI 

■■■ 

RSHI 

mmgjmm 

1^9 


R!^l 

- 

- 

RUH 

- 

H^i 

others 

jj—— 

4 

(5.41) 

2 

(2.63) 

2 

(2.41) 


mmm 

Total 








Note : Figures in brackets show percentage to totoL 


IV.6 SfZE OF FAMILY 


An average sample household consisted of 5.94 members, out of which 3.22 (54.21 per 


cent) were ttiales and 2.72 (45.79 per cent) were females (Table 4.6). Thus, there were only 
0.84 fenwles fca- eveiy l male membra' in the family. 
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Table 4.6: Average Size of Sample Households by Sei 


Districts 


Female 

Total 

Almora 


2.65 

l'65 

Azamgarh 

3.45 

185 


Lakhimpur 

3.26 

2.62 

1 5.88 

Lalitpur 


176 

5.95 

Muzafifamagar 



5.89 

Total 

3.22 

172 

5.94 


IVJ AGE DISTRIBUTION OF FAMILY MEMBERS 


Age distribution of the family members of the respondents has been shown in Table 4,7. 
Two-thirds (41.06 per cent) of the family members were children below 14 years of age. 32.80 
per cent were in young age group (between 15-35 years) and 19.24 per cent were in middle age 
group (36-55 years). Old persons constituted 6.90 per cent of family members. 


Table 4.7 : Distribution of Household Members bv Age Group 


Districts 

0-14 

15-35 


56+ 

Total 

Almora 

214(37.88) 

193(34.16) 


45(7.96) 


Azamgaili 





■a«nii:«tiini 



190(3131) 

112(19.05) 





mESmmm 


HElSSiSm 






■nn^m 

■.U-HWilfiM 

Total 

1244(41.06) 

994(32.80) 


209(6.90) 

3030(100.00) 


Note : Flutes in brackOs show percentage ^totoL 













IV.8 ACTIVITY STATUS OF FAMILY MEMBERS 
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Out of the total family members 13.33 per cent were young children and 34.03 per cant 
students (Table 4.9). The proportion of economically active members was 35,81 per cent giving 
a dependency ratio of 1.8. Only 1.32 per cent of family members were reported to be 
unemployed. 


Table 4.9 : Distribution of Household Members bv Activitv Status 


Districts 

Child 



Unem- 

ployed 

House 

wife 

Disabled 


Total 

Almora 


192 

(33.98) 

235 

(41.59) 

11 

(1-95) 

56 

(9.91) 

3 

(0.53) 



Azamgarh 


:■|^|||| 

249 

(35.93) 


93 

(13.42) 

4 

(0.58) 

8 

(1-15) 

iiil 


^IHni 


m^iiii 


■RQI 

iiPaal 


BBi 

588 

(100.00) 

LaUtpur 

91 

(15.29) 

196 

(32.94) 

209 


■SB 


IHI 


Muzafifar- 

nagar 

73 

(12.39) 

216 

(36.67) 

Hi 

7 

(1.19) 

87 

(14.77) 


ra 

'BCPIflB 


404 

(13.33) 

B 

1085 

(35.81) 

40 

(1.32) 

431 

(14.22) 


27 

(0.89) 

Hll 


Note : Ftgwres in brackets show percentage to toUd, 


IV.9 OCCUPATIONAL STRUCTURE OF HOUSEHOLD MEMBERS 


Out of the 1085 family members reported to be economically active about half were 


engaged in agriculture and over one-jSftti were working as labourers. A small number (6.27 per 
cent) were engaged in dairying. About 10 per cent were engaged in business or household 
industry and the rtanaining 11.43 per cent m service or miscellaneous occrqiation (Table 4.10). 
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Table 4.10 : Distribution of Household Members by Main Occupation 


Occupational Category 

Almora 

Azamgarh 

Lakhim- 

pur 

Lalitpur 

Muzaffar- 

nagar 

Total 

Agriculture 

149 

(63.40) 

88 

(35.34) 

mmgm 

iHHI 

103 

(49.28) 

106 

(52.48) 

542 

(49.95) 

HUB! 

HI 



InHI 

27 

(13.37) 

hbh 

HSH 

Dairy 

Hi 


IBB 

IHQH 

mmSM 

13 

(6.44) 

68 

(6.27) 

Non- Agricultural 
Labour 


HI 

17 

(8.95) 

20 

(9.57) 

24 

(11.88) 

BH 


1^1 

HHI 

mSSm 


BH 




EB 

BBi 



63 

(5.81) 

Service 


^K^H 

RHH! 

m 

B^l 

BHB 

65 

(5.99) 

oiler 

11^1 

7 

(2.81) 

KSB 

14 

(6.70) 

13 

(6.43) 

59 

(5.44) 

Total 

235 

(100.00) 

249 

(100.00) 



202 

(100.00) 

1085 

(100.00) 


Note : Fif^es in brackets i^ow percentage to tataL 

IV.10 OWNERSHIP AND VALUE OF HOUSEHOLD ASSETS 

The value of physical assets owned pea- household was reported at Rs.4,33,616 but shows 
a large variation from a low of Rs. 1,29,214 in Almora to Rs.8, 02,544 in Muzaffatnagar district 
(Table 4.11). Land accounts for two-diirds of die value of total physical assets and house 
buildaig for another one-fiflh. Farm and non-fami eqi%ment account for a little less than 10 per 
cent of household assets and durable household assets for around 3.5 per cent. 
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TaMe 4.11 : Value of Physical Assets Per Sample Households (in Rs.) 


Type of Assets 

Almora 

Azam- 

garh 

Lakfiim- 

pur 

Lalltpur 

Muzalfar 

Nagar 

Total 

Land 

62735 

(48.55) 

431311 

(72.45 

HilUJI 

119376 

(45.82) 


290514 

(66.69) 

Building 

36685 

(28.39) 

97575 

(16.39) 


65665 

(25.21) 

139147 

( 17 ^ 


Livestocks 

mu 

8673 

(1.45) 

KSiiin 

10080 

(3.87) 

mmM 

IHI 

iSBiSOi 

wmmM 

26414 

(4.44) 

HQfgn 

40917 

(15.71) 


28359 

(6.74) 

Transport Equi^ent 


8619 

(1.45) 

IHI 

10347 

(3.97) 



PBBBH 


9148 

(1.54) 


■m 

■Koi 


Ehirable Household Assets 

17568 

(13.60) 

13563 

(2.28) 

13922 

(3.72) 

13527 
(5.19). 

18940 

(2.36) 

15466 
(3.55) __ 

Total 

129214 

(100.00) 

595304 

(100.00) 

374546 

(100.00) 

260502 

(100,00) 

802544 

(100.00) 

435616 

(100.00) 


Note : F^ures in brackeis show percentage to totoL 


The value of financial assets per sample household is rather modest being Rs. 1 1,054 only. 
An encouraging feature of our findings is that bulk of financial assets are kept in the form of 
deposits in banks or post offices and only a small amount is held in the form of cash (Table 
4.12). Thus, 47.77 pw c«at of financial assets are kept in form of bank deposits, 18.15 per 
cent in post office deposits and 16.05 per cent are Md in die form of national savii^ certificates. 
The non-batiking financial companies have not yet made a sigpiiicant presence in the rural areas 
of die state. Less than 1 per erntt^finamnai assets are kept as deposits in finance conpanies by 
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the samp le households. In fact the presence of ftiancM cosapames was found in a modest way 
only in two of the five districts surveyed, namely, Almora and AzamgaiiL 


Table 4.12 : Financial Assets Owned per Sample Hoiiseiioid (in Rs.) 


Financial Assets 

Almora 

Azam- 

garh 

Lakhim- 

pur 

Lalitpur 

MnyafFar 

N^ar 

Total 

National Savings 

Certificates 

■OH 

918 

(8.78) 


1815 

(18.87) 


1774 

(16.05) 

Post Office Deposits 

2153 

(27.96) 

iSi 

Bma 


3225 

(19.50) 

iilM 

Deposits in Banks 

2712 

(35.23) 

IHI 

6127 

(55.59) 

4385 

(45.59) 

7978 

(48.24) 

mSEBm 

Deposits in Companies 

iiili 

418 

(4.00) 

— 






364 

(3.48) 





Dues Receivable 

— 


■SBal 

mSBm 

mBSSm 

■Kgm 

Cash in E^d 

msm 

■m 

KE^I 

wKmm 

1111^ 


■nigi 

Other Items 


536 

(5.13) 


430 

(4.47) 

IHIH 


Total 

7699 

(100.00) 

10453 

(100.00) 

11021 

(100.00) 

9618 

(100.00) 

16536 

(100.00) 

11054 

(100.00) 


Note : Figures in brackets show percentage to totid. 


On the whole financial assets account for tmly a small part (2.47 per cent) of the total 
value of household assets. However, if we exclude land and buildings the proportion of financial 
assets to total household assets rises to 17.07 per cent. 




















61 


The total ‘value of assets owned per sample household comes to Rs. 4 , 46, 670 (Table 4.13). 
However, there are marked variatimis across the districts. Richest households are found in 
Muzaffamagar district followed at a distance by Azamgarh and Lakhimpur, while Lalitpur and 
Almora are at the bottom. 


Table 4.13 ; Total Physical and Financial Assets per Household (in Rs.) 


District 

Physical Assets 

Financial Assets 

Total 


MIIIHIIHliM 



Azamgarh 

595304 (98.27) 

10453 (1.73) 

605757 (100.00) 

Lakhimpur 



|||||||^£]Ss2S^^ 

Lalitpur 

M][i[rn'Tiiii 



Muzaffamagar 




Total 

435616 (97.53) 

— 

11054 (2.47) 

446670 (100.00) 


Note : Figiwes in brackets show percentage to tot^ 


Possession of dUOferent types of assets is an important indicator of the economic position 
of a household. Table 4.14 shows the proportion of sait^le households reporting ownership of 
different tjpes of physical and £nancid assets. As many as 74.31 per cent of sampte households 
owned milch cattle diou^ only 33.73 per c«it owned draft animals. 13-14 pw ceitf of 
households owned tractors while 37.85 per c«it owned tube wells or punf sets. 13.14 per cent 
ho^gdtokls owned motor cycle or scooter but only 0.6 per cent households owned a car or jeq^ 
Ownership of bullock cart was reiXMted by 10.55 per cent of the sample households. Among die 
dur^le consumer goods a fturly hi^ proportion (39.61 pear cent) of die sample households 
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owned a TV set, but other items like refrigerator or washing machine were owned by only a 
handful of persons in our sample. 


Table 4.14 : Households Reporting Posaession of IMffereiit Assets (Pw Cait) 


Type of Assets 

Almora 

Azam- 

garh 

Lakhi 

mpur 

Lalitpiir 

Muzaffar 

Nagar 

Total 

Livestock 




■ 



Draft Animal 

68.00 


23.00 

WBm 

36.00 

33.75 

Milch Animal 

90.00 


66.00 

mSSm 

79.00 

74.31 








Tractor 

•• 

10.00 

9.00 

16.00 

31.00 

13.14 

Tubewell 


20.91 

24.00 

12.00 

41.00 

19.61 

Pumpset 

— 

14.55 

19.00 

37.00 

21.00 

18.24 

Thresher 


10.00 

10.00 

15.00 

22.00 

11.37 

Cane Crusher 



2.00 

«« 


0.39 

Harvester 

— 

1.82 

2.00 

2.00 

8.00 

2.75 








Car/Jeep 


0.91 


1.00 

1.00 

0.59 

Motor Cycle/Scooter 

— 

18.18 

11.00 

19.00 

17.00 

13.14 

Bullock Cart 


6.36 

10.00 

5.00 

32.00 

10.59 








TV 

49,00 

36.36 

26.00 

29.00 

58.00 

39.61 

Refrigerator 

— 

3.64 

1.00 

1.00 

4.00 

1.96 

Washing Machine 


2.73 

-- 

— 

— 

0.59 

Financial Assets 







NSC 

19.00 

6.36 i 

12.00 

1^9 

22.00 

14.71 

Post Office Deposits 

43.00 

34.55 

15.00 


50.00 

34.12 

Deposits in Bank 

46.00 

66.36 

61.00 


61.00 

56.27 

Deposits in Con^panies 

2.00 

5.45 

— 



1.57 

Shares and Deb^tures 

— 

0.91 

- 


1.00 

0.39 
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As m<Hiy as 56.27 psr cent of the sample housdiolds reported liaving a bank deposit and 
34.12 per cent reported having post office deposits, while 14.71 per cent held national saving 
certificates. Only 2 respondents had invested in shares and debentures and only 8 (1.57 per cent) 
in deposits with financial companies. It may be surmised that saving habit has become common 
in the rural areas, though people still prefer to invest in safe assets like bank or postal deposits 
and NSCs. 


1V.11 AVERAGE ANNUAL HOUSEHOLD INCOME 

Table 4.15 shows the annual income per sample household by source in the selected 
districts. Average income for the sample households comes to R8.39,865 giving a per capita 
income of Rs.6,711. Neatly half of the household mcome (49.57 per cent) is contributed by 
agriculture and one-sixth (15.02 per cent) by animal husbandry. Wage labour contributes 8.76 
per cent of household income. Around 10 per cent of income is earned through business/ 
industry. Services and other sources contribute 10.16 per cent and 7.01 per cent of the family 
income respectively. Again we find the level of household income much higher in 
Muzaffamagar as compared to the other districts, while lowest income is observed in the case of 
Almora district. One also observes differences in the contribution of different sources to total 
income aaross districts. The contribution of agriculture is relatively higher in Muzaffamagar and 
Lakhimpur and tiiat of business and industry in Azamgaih, tshilc die share of income from 
animal husbandry and services is much hitler in Almora district 
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TaMe 4.13 : Annuai Income Per Sample Household bv Source (in Rs.) 


Source 

Almora 


Lakhim- 

pur 

Lalitpur 

MuzafTar 

Nagar 

Total 

A^culture 

HUM 

14547 

(35.98) 

28599 

(65.25) 

16^43 

(45.44) 

34212 

(64.93) 

19759 

(49.57) 

Animal Husbandry 

7537 

(29.34) 

5378 

(13.30) 

mMoMm 

mim 

6473 

(12.28) 

5988 

(15.02) 

Wage Labour 

2095 


3471 

(7.92) 

uin 

3817 

(7-24) 

3493 

(8.76) 

Business/ Industry 

mmm 



HKEggH 

mmm 

1^1 


Service 



3148 

(7.18) 

2868 

(7.883) 

3246 

C6. 1_6I 

1^1 

Other Services 

% 

2923 

(11.38) 

2722 

(6.73) 

1690 

(3.86) 

3840 

(10.48) 

2806 

(5.33) 

2795 

(7.01) 

Total 


||||||R^M||| 


mi 

mu 


Per Capita Income 

4546 

6418 

7454 

6156 

8946 

m 


Note : Figures in brackets show per centt^e to total 


Table 4.16 gives aimiial income per sample household by occupational category in the 
selected districts. The average income for cultivating households at Rs. 50,250 was nearly double 
than that of non-cultivating households which stood at Rs.24,029. As would be expected tfie 
income of cultivating households increases with the size of holding. Thus the household income 
of large cultivators was around 7.5 times than that of the marginal cultivators. Among the non- 
cultivating households income levels were much hi^er for the people engaged in services. Per 
household income was found to be lowest for the rural labour households. HousehoMs eng^ed 
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in trade and business in rural informal sector were hardly better ofi^ though die condition of 
people engaged in household industry was somewhat bs^cr as con^ared to the marginal fanners. 
Dififerences in the average household income in the same occiqiationa! category across districts 
were also fairly marked. 


Table 4.16 : Annua! Income Per Sample Household bv Category (in Rs.) 


Category 

Almora 



■ 



Maiginal 

23788 

26322 

WEssm 


30793 

24221 

Small 

42188 

41456 





Semi-Medium 

-« 

76536 

85169 

49467 

84231 

72668 

Medium 

— 

167231 

111436 

78727 

127153 

BIKISga 

Large 

— 

«« 

214589 

130288 

226304 


All Cultivators 

26494 

53070 

57636 

46410 

70810 

50250 


15328 

16350 

■bsb 

20012 

21941 

17522 


MkWM 

17191 

■MSI 





mm 

28631 

18651 

24350 

HLM 

msmm 



33124 

40052 

24932 

25090 

30076 

Service 

49481 

30000 



64970 

54106 

Any Other 

— 

21957 

MltftW 

25208 

29477 

17436 

Total Non-Cultivators 

23962 


m 

21957 

25515 

24029 

Grand Total 

25683 

H 

43830 

36628 

52692 

39864 


Table 4.17 shows the distribution of sample households according to amual household 
income. More than (me-durd sanqile housdiolds had an annual income level of below Rs.20, 000 
and anodier one-fourth were in the income bracket of Rs.20, 000 to Rs.30,000. On the odier side 
only 7.06 pcr ccntof households were relatively well off with income exceeding Rs. 1,00, 000 per 
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year. The proportion of poorer households was distinctly lower in Muzaffamagar district as 
compared to odio: districts. 


Table 4.17 : Income Grtwip-wise Number of SaiPPle Hotiselioliis 


Income Group (Rs.) 

Alnwra 

Azam- 

garh 

Lakhim- 

pur 

Lalitpur 

Muzaffar 

Nagar 

Total 

Upto 10000 

upmi 

IHi 



BIBl 

14 

(2.74) 

10000 - 20000 

■EH 

Hsiin 

mmgim 


hhIh 


20000 - 30000 

■[gm 




■S3E!n 

121 

(23.75) 

30000 - 40000 




hSuISI 


65 

(12.74) 

40000 - 50000 


mgmm 

mmm 


R^l 

h£I 

■HEmM 

50000 - 75000 


1^91 

13 

(13.00) 

12 

(12.00) 

10 

(10.00) 

58 

(11.37) 

75000 -100000 

hqQSiI 

■HB 

IBSuSH 


IBIBIII 

mBSM 

100000-150000 

— 


j^j^H 


wm 

Kun 

150000-200000 

— 




HBI 


200000+ 

— 



— 

3 

(3.00) 

BBS 

Total 



BMl 

BiM 

HSiBi 

Bliii 


Note : Figures in brackets show percentage to totoL 
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CHAPTER V 

AGWCULTURAL ECONOMY OF 
THE SAMPLE HOUSEHOLDS 

V.l INTRODUCTION 

Before we proceed with the analysis of various aspects of rural credit market in the study 
area, it would be appropriate to discuss the agricultural economy of the sample households. This 
part of the discussion is confined to the cultivating households, who constitute around 60 per cent 
of our sample. The discussion covers various aspects of ttte crop economy including land 
ownership, cropping intensity, cropping pattern, irrigated area, use of HYV and fertilizers, yield 
levels and net income per acre. 

V.2 LAND OWNERSHIP AND SIZE OF HOLDING 

The distribution of sample households according to the size of land holdings has been 
shown in Table 5.1. A little above one-fourth of the households (26.27 per cent) did not own any 
land. Majority of sample households (42.16 per cent) fell in the category of marginal fanners 
owning less titan 2.5 acres of land. 14.90 per cent households were hi the category of ffltnall 
farmers (2.5 to 5.0 acres), 8.24 per cent in the category of semi-medium farmas (5.0 to 10.0 
aaresX 6.27 per cent in the category of medium farmers (10.0 to 25.0 acresX vidiile only 2.16 per 
CMtt were big farmers. The proportion of marginal land holdings was relatively hi^er in the MU 
district of Almora. 
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Table 5.1 : Dlstributtoii of Sample Bfouseholds bv Size of i^mi Holding (Nos.) 


Size Category 
(Acres) 


Azam- 

garh 

Lakhim- 

pur 

Lalitpur 

MuzafTar 

Nagar 

Total 

Ml 



mmam 

Bsm 


_g_ 

whShSm 

0.00 - 2.50 


39 

(35.45) 

HQHH 

nnw 

nnn 

nefeW 

mn 

215 

(42.16) 1 

2.51 - 5.00 


in 

Hi9i 

n 



5.01 - 10.00 

— 


9 

(9.00) 

12 

(12.00) 

11 

(11.00) 

42 

(8.24) 

10.01-25.00 


6 

(5.46) 

■■gH 

nm 

HSBwIlli 


nmi 

mmm 

25.01+ 

— • 


— 

Hfflj 

HUH 

■QH 

mSSEm 

All Categoiles 


iMi 

ilM 

nnn 

— 



Note : Figures in brackets ^ow percentage to total households. 


The average size of land holding was 4.15 acres though it varied from 1.36 acres in 
Almora to 6.5 acres in Lalitpur district (Table 5.2). The area leased in was hardly 2 per cent of 
the operated area. 


Table 5.2 : Area Owned and Operated bv Sample Households (Acres) 


Item 

Almora 

Azam- 

garh 

Lakhim- 

pur 

Lalitpur 

Muzaffar 

Nagar 

Total 

Area Owned 

116.80 

(1.36) 

i»il 

367.28 

(5.03) 

423.79 

(6.33) 

382.80 

(4.91) 

1556.67 

(4.14) 

Area Leased in 

mmSm 



■ggH 

■m 


lllllllll^ 

Area Leased out 

■Qgig 

nm 


HB 

RSni 




masssm 

262.25 

(3.64) 


Bsn 




Note : Figwres in brackets show m-ea per cut&rading househoM. 
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V.3 CROPPING INTENSITY 

The cropping intensity on the sample farms was quite hi^ at 166.3 (Table 5.3). Nearly 
entire area was under double crofting in the districts of Almora and Lalitpur. However, 
cropping intensity was relatively lower in the districts of Lakhimpur and Muzaffamagar which 
specialize in cultivation of sugarcane, a crop of long duration. 


Table 5.3 : Gross Crooed Area on Sample Farms (Acresl 


Item 

Almora 

Azam- 

garh 

Lakhim- 

pur 

Lalitpur 

MuzafTar 

Nagar 

Total 



Net Sown Area 

117.30 

(1.36) 

262.25 

(3.65) 


434.94 

(6.49) 


1559.13 

(4.15) 



WBmSm 

165.45 

(2.27) 

416.29 

(6.21) 

nmn 

mSBm 

||||j|j|jj|||| 

■^1 

464.35 

(6.45) 

533.29 

(7.31). 

851.23 

(12.70) 

mm 

mmwkM 

■m 

Cropping Intensity 


176.7 

145.0 

195.7 

135.4 

166.3 


Note ; Figures in brackets show area per household 


V.4 EXTENT OF IRRIGATION 

four-fifihs the gross cropped area on the sanqtle farms was irrigated. Nearly all 
of the gross oopped area was under irrigation in die districts of Azamgarh, l^akhintpur and 
Nhizaffarnagar (Table 5.4). However, in Almora and l.alitpur districts only around two-thirds of 
crc^ped area received irrigation. 

















Table 5,4 : Total and Per Cent of Irrigated Area on Sample Farms (Area in Acres) 


District 

Irrigated Area 

Unirrigated Area 

Total Area 

Ahnora 




Azamgarh 

Mjiiiii' mmm 

HH9E&SEEE9Hii 


Lakhimpur 




Lalitpur 

554.88 (65.19) 

296.35 (34.81) 

851.23(100.00) 

MuzaSamagar 



■EESSBEBai 

Total 

2157.27(83.18) 

436.30 (16.82) 

2593.57 (100.00) 


Note : Figures in brackets show percentage to gross (Topped area. 


V.5 CROPPING PAHERN 

Cropping pattern on the sample farms has been shown in Table 5.5. Around 75 per cent 
of the cropped area were under foodgrains, wheat and paddy being the most important cereal 
crops in all the districts. The farmers of Ahnora and Lalitpur were more oriented towards 
foodgrain crops, which accounted for over 90 per cent of gross cropped area in tiiese districts. 
Farmers in Lalitpur district, where irrigation facilities are less, specialized in the growing of 
coarse cereals and pulses. Among the non-foodgrain crops sugarcane was found to be the 
dominant crop followed at a distance by oilseeds. In fact, sugarcane was found to be the most 
important crop in Lakhin^ur and Muzaffamagar districts, accounting for over one-third of the 
gross cropped area. 
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Table 5.5 : Cropping Patterii on Sample Farms (Acres) 


Crop 

Almora 

Azam- 

garh 

1 

Lakhim- 

pur 

Lalitpur 

1 

MuzafTar 

Nagar 

Total 

Pad(fy 


■jHHnnim 

156.6 

(29.36) 

132.29 

a5.54) 


663.49 

(25.58) 

Wheat 

97.20 

(41.49) 




111.10 

(21.77) 

nn 

Coarse Cereals 


mlaMM 

HBh 



166.95 

(6.44) 

Pulses 


HU 

25.25 

(4-74) 

252.68 

(29.68) 

■3M 

3Al.n 

(13.41) 

Sugarcane 

— 

IMl 

■Esmi 

— 

mim 


Oilseeds 

17.55 

(7.49) 





120.87 

(4.66) 

Vegetable 

BEQH 

■mw 

IHI 


mSBM 

Mcsm« 

«mi 

Other Crops 

||Kgn| 

mm 


mm 

HBSH 

mmi 

mm 

Gross Cropped Area 

234.30 

(100.00) 


533.29 

(100,00) 





Note : Figures in brackets shofw percen&tge to gross cropped area. 


V.6 USE OF MODERN INPUTS 

Use of mod^ inputs like HYV seeds and f(»tilizers is an indicator of modernization of 
agriculture and also affects the credit demand. We find diat nearly 90 pea* cod area under 
foodgrain crops was under high yield variety seeds (TaMe 5.6). Only in Almora we found that 
less than half of die foo4%rain area was covered by HYV seeds. 























Tabic 5.6 : Total and Per Cent Area Under HY V Seeds on Sample Fmnns 


District 

Area Under HYV 
(Acres) 

Area Under 
Foodgrain (Acres) 

Area Under HYV as 
Per Cent of Area 
Under Foodgrains 

Almora 

98.99 

214.65 

46.12 



385.80 

89.85 - 


303.26 

316.25 

95.89 

LaUtpur 

632.15 

779.96 

81.05 

Muzaffamagar 

233.75 

249.15 

93.82 

Total 

1614.80 

1945.81 

89.99 


Fertilizer use was found to be fairly hi^ on the sample farms. On an average 59 kg. of 
fertilizer was used per acre of gross cropped area on the sample farms. It was found to be highest 
in Lakhimpur district followed by Muza£famagar aid Azamgaih. In Almora and Lalitpur 
districts, where irrigated area is relatively less, fertilizer consumption was also found to be 
relatively lower (Table 5.7). 


Table 5.7 : Fertilizer Use Per Acre of Gross Cropped Area on Sample Farms 


District 

Fertilizer Use Per Acre 
(in Kg.) 

Almora 

24 

Azamgarh 

64 

Lakhimpur 

84 

Lalitpur 

43 

Muza^Ennagar 

68 

Total 

59 
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V.7 PER ACRE YIELD 

Per acre yield was reported at 11.57 qds. for paddy, 10.00 qds. for wheat and 237.92 qtis. 
for sugarcane. However, significant variations in yield levels are observed across the selected 
districts (Table 5.8). Thus, yield levels were distinctly higher in Muzaffamagar and Lakhimpur 
districts as compared to the other three districts. The hill district of Ahnora was lag^g behind 
other districts in terms of yield per acre, with Azamgaili and Lalitpur falling in the intermediate 
category. 


Table 5.8 : Per Acre Yield of Major Crops on Sample Farms (Quintals) 


District 

Paddy 


Sugarcane 

Almora 

9.74 

7.79 


Azamgaih 

10.63 

9.61 

223.68 


13.22 

11.00 

246.38 

Lalitpur 

10.71 

9.24 



13.35 

13.20 

233.74 

Total 

1 

11.57 

10.00 

237.92 


V.8 GROSS AND NET INCOME PER ACRE 

Gross and net income po: acre m sanq>le farms in different districts is ^wn m Table 
5.9. The gross income per net acre sown amounted to Rs.11,090 and die net income to Rs.6364. 
However, considerable variations are observed among districts. Income per aore was found to be 


















highest in Muzaffamagar district closely followed by Lakhimpnr. Lalitpur and AlmtH-a were 
lagging significantly behind other districts in gross and net income per acre. The differences in 
income per acre were found to be closely linked with differences in the cost of etdfivation per 
acre. The cost - output ratio did not shown much variation across districts. 


Table 5.9 : Gross and Net Income Per Net Acre Sown on Sample Farms (Rs.) 


Districts 

Gross Income 

Cost of 
Cultivation 

Net Income 

Ratio of Gross 
Income to Cost 

Ahnora 

7699 

3212 

4486 

2.40 

ESS31IS3HH1 



6023 

2.38 

SSSSStSSIIHIB 


5983 

7726 

2.29 


7049 

3333 

3716 

2.11 

Muzaf&magar 

14755 

5842 

8920 

2.53 

Total 

11090 

4726 

6364 

2.35 


A moderate trend of economies of scale in terms of income per acre was observed upto 
the size category 10.0 to 25.0 acres, which was found to be most efficient in economic terms 
(Table 5.10). But there was a significant fall in income per acre in case of holdings above 25.0 
acres. Marginal holdings upto 2.5 acres were found to be least productive because of their 
resource handle^. Thus, our field data provides an evidence of die changing nature of size 
productivity relationship in agriculture in Uttar Pradesh. 
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CHAPTER VI 

RURAL CREDIT MARKET : THE DEMAND SIDE 

VI.1 INTRODUCTION 

In this chapter we propose to discuss the dimension and various aspects of the demand 
side of the rural credit market in Uttar Pradesh and the relative roles of the formal and informal 
credit as revealed by our field survey. The discussion covers the extent of borrowing by the rural 
households by different sources, purpose of borrowing, duration of loans, rate of interest paid 
and nature of security offered. For purpose of analysis the sample households have been 
classified into appropriate occupational and income groups. The discussion reports the position 
of outstanding cash borrowings by sample households at the time of the survey which was 
carried out during the period October 1998 and March 1999. The analysis also covers the extent 
of borrowing during the agricultural year 1997-98 to get an idea of the aimual borrowing 
activities. 


VI.2 EXTENT OF RURAL INDEBTEDNESS 

Table 6.1 shows the distribution of households reporting loans outstanding in diJBferent 
districts by occupational category. A very high proportion (74.71 per cent) of rural households 
have reported having outstanding loans except in the hill district of Ahnora where less than half 
of &e households were found to be indebted. Thus, an overwhelming majority of rural 
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households have to resort to borrowing for one reason or another at some time in a year. The 
percentage of indebted households is much higher in our sample as compared to die figures given 
by All India Debt and investment Survey conducted by NSSO. However, there are strong 
reasons to believe tiiat the indebtedness reported by AIDIS is on a lower side (Bell, 1990). 
Incidence of indebtedness is relatively more among poorer sections like landless labourers, 
artisans and marginal farmers. On the whole, the proportion of indebted households was more 
among non-cultivating households as compared to the cultivating households, except for people 
employed in services. 


Table 6.1 : Distribution of Households Reporting Outstanding Loans bv Category 


Category 

Almora 

1 

mm 

Lakhim- 

pur 

Lalitpur 

Muzaffar 

Nagar 

Total 

Marginal Fanners 


25 

(92.59) 

mu 



IIIIQQH 

Small Farmers 

Ulill 

11 

(64.71) 

15 

(83.33) 




Semi Medium Farmers 

— • 



I^B 

H 

28 

(66.67) 


mi 





21 

(65.63) 

Large Farmers 


1 

1 



n 

7 

(63.64) 

Agricultural Labour 




BKial 

6 

(85.71) 

28 

(96.55) 

Non-Agricultural 

Labour 


Rm 


14 

(93.33) 

mmgm 

KBSn 

62 

(95.38) 

Business 

4 

(66.67) 

m/gm 

Bilil 

6 

(66.67) 

5 

(71.43) 


Household hidustry 

RHI 



mu 


■QH 

Service 



mmgmm 

BrSnuiw 


•• 


Odiers 


2 

(66.67) 

mam 


8 

(88.89) 


To^ 

KEPI 

84 

(76.36) 

Bitii 

191 

WBm 

381 

(74.71) 


Note : Fig$tres in brackets show percentage to totci. 
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Out of the 381 sample households reporting outstanding loans 143 households (37.53 per 
cent) had taken loans exclusively from the institutional sources and 168 households (44.10 per 
cent) had taken loans exclusively from non-institutional sources (Table 6.2). The remaining 70 
households (18.37 per cent) had borrowed from both the sources. The average amount of 
institutional loan per household was significantly lower in case of households seeking loans from 
both the sources as compared to those who depended exclusively on institutional loans. Thus, it 
appears that some of the poorer households with access to institutional loans find it necessaiy' to 
approach the informal credit market for tiieir credit requirement. 


Table 6.2 : Distribution of Households Reporting Loans Outstanding by Source 


Source of Loan 

No. of Households 
Reporting 
Outstanding Loan 

Amount of Loan 
(Rs.) 

Outstanding Loan 
Per Reporting 
Household (Rs.) 

1. Institutional 

143(37.53) 

14,83,407(62.57) 

10,373 

2. Non-Institutional 

168(44.10) 


2,548 

3. Both 

70(18.37) 

4,59,243(19.37) 

6,561 

(a) Institutional 

70(18.37) 

2,51,160(10.59) 

3,588 

(b) Non-institutional 

70(18.37) 

2,08,083( 8.78) 

2,973 

4. Total Institutional 

213(55.90) 

17,34,567(73.16) 

8,144 

5. Total Non-institutional 

238(62.47) 

6,36,212(26.84) 

2,673 

Total 

[ 381(100.0) 

i 

23,70,779(100.0) 

6,223 


Note : Figures in brackets show per cent to total. 


Looking at the source-wise indebtedness we find that about half of the cultivating 
households had taken loans from the cooperative societies, but only around 12 per cent had 
approached RRB or Commercial Banks (Table 6.3). About 15 per cent cultivating households 
had borrowed from agricultural money-lenders and less than 3 per cent from professional money- 
lenders. The access of non-cultivating households to institutions sources of credit was found to 
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be very low. Less lim one-founh of the nmi-culiivatlng households reported bcmowing fiom 
institutianai sources, but around 60 per cent of Ihcm were indebted to iKm-insdtutioital lenders 
mainly agiicuhural moneylenders and professional money-lenders. A little above 10 per cottt of 
sample households reported bmrowing from friends and relatives. Thus, coop^stive societies 
and agricultural money-lenders are die two major sources of credit in the rural areas. 


Table 6.3 ; Distribution of Households Reporting Loans Outstanding by Source 


SI. 

No 

Credit Sources 

Cultivating 

Households 

N«b- 

Cultivating 

Households 

Total 

Households 

No. 

Per 

Cent 

m 

Per 

Cent 

No. 

Per 

Cent 

EB 

Institutional Sources 

1^ 


46 

22.77 


mam 

1. 

Cooperative Societies 

153 

49.68 

27 

13.37 


35.29 

2. 

Cooperative Bank/Land Development Bank 

15 

MMM 

9 

4.46 

24 

■SI 

3. 

Regional Rural Banks 

mm 

wauM 

5 

2.48 

21 

■SI 

Qi 

Commercial Banks 

20 

6.49 

4 

1.98 

24 

4.70 

5. 

Provident Fund 

4 

1.30 

1 

0.50 

5 

0.98 

B. 

Non-Institutional Sources 

99 

32.14 

176 

87.12 

275 

53.92 

6. 

Landlmds 

■Q 

2.27 

8 

3.% 

15 

2.94 

7. 

Agricultural Mtmey-Lenders 

46 

14.94 

i«ai 

46.53 

140 

27.45 

mm 

Professional Money-Lenders 

8 

2.60 

22 

10.89 

30 

5.88 

9. 

Traders 

15 

4.87 

mm 

8.42 

32 

6.27 

10. 

Friends and Relatives 

23 

7.47 

31 

15.35 

54 

10.59 

11. 

Others 


— 

IHQI 

1.98 

4 

0.78 

C. 

All Source 

213 

69.16 



381 

74.71 

Total Households 

m 

100.0 

202 

100.0 

510 

mo 


Note : Totals do not tally as some households have borrowed from more than one source;^. 


The amount of indebtedness per household reporting outstandii^ loans by household 
category has been shown in Table 6.4. Average amount of indebtedness per hous^iold ratted 
fix»n a low of Rs.3276 in Almora to R8.8595 in Azamgarii duteict The rated of indditediiess 
was expectedly lowest among labour households being Rs.l746 for labowers and 

R8.2531 fornon-t^cultor^ The amount of indebtedness was found related to size of 

htddtog showtog an tao-ease fixMn Rs.3287 for marginal fanners to Rs.51,150 for large farmras. 
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Table 6.4 : Category-wise Outstanding Loan Per Reporting Household (Rs.) 


Household Category 

Almora 

Azam- 

garh 

Lakhim- 

pur 

Lalitpur 

MuzafTar 

Nagar 

Total 

Marginal Fanners 

2923 

4192 

1820 

2320 

5282 

3287 

Small Farmers 

5712 

6532 

6893 

4818 

7300 

6286 

Semi Medium Farmers 

— 

31260 

7150 

13857 

6825 

13039 ! 

Medium Farmers 

— 

77500 



4200 

14712 

Large Farmers 

— 


HESHI 

36333 

59683 

51150 

1 Agricultural Labour | 1588 

1625 

HBtSB 



1746 1 

Non- Agricultural Labour 1 2494 

1469 

2144 


2531 1 

Business 1 6250 

8142 


8525 7837 

6947 

Household Industry i 3153 

11808 

6660 

3263 1 12051 

8515 i 

Service I 


6903 

1 

- i 

6903 

Others ! — 

1000 

1824 

333 ! 3225 

1851 i 

: ^ j 

Total 3276 

! 

i i 

8595 

1 

j 

4728 

! 

5864 i 7588 

i 

1 

i 

1 

6223 1 

1 

i 1 


VI.3 INDEBTEDNESS BY SOURCE 

Table 6.5 shows source-wise outstanding loans per sample household and Table 6.6 
shows the per cent share of dffiferent credit sources in total outstanding loan. Average 
outstanding loans per sample household amounted to Rs.4649 out of which Rs.3401 (73.16 per 
cent) was from institutional sources and Rs.l247 (26.84 per cent) from non-institutional sources. 
The share of institutional sources was relatively higher in Azamgarh and Lakhimpur districts 
where institutional sources accounted for around 80 per cent of total borrowings. Cooperative 
societies and commercial banks are now the major institutional sources of rural credit accounting 
for 28.43 per cent and 26.78 per cent of total credit respectively. Regional Rural Banks 
accounted for another 10 per cent of rural credit. Differences in the relative share of different 
credit agencies were, however, observed across districts. Thus, commercial banks accounted for 
44.75 per cent of total credit in Azamgarh but for only 3.57 per cent of credit in Almora 






























Source 



CtKJpcrative Societies 

378.77 

1778.18 

1461.80 

(Cooperative Bank/LDB 


137.37 

235.00 

Regional Riffal Bank 


463.64 

290.00 

Commercial Bank 

WESSM 

2936.36 

480.00 

Provident Fund 

110.00 

90.91 

87.50 


Total Institutional Loans 951.42 


Landlord 


Asricuiture Monev-lender 


Professional Money-lender 


Trader 


Relatives & Friends 


Others 


Total Non-Institutional Loans 



Total 


1751.95 I 1191.00 1 1321.47 


280.00 285.49 


1210.00 471.11 


1290.00 1295.00 1245.10 


100.00 - 77.94 


3916.95 3976.00 3401.11 


Total Loan 


1539.74 6563.63 4255.30 


40.00 


682.25 


165.00 


335.00 


318.00 


250.85 


1791.10 


1247.47 


5767.10 4648.58 


109.80 


450.19 


115.88 


235.29 


28 


Table 6.6 : Source- wise Outstanding Loans per Household (in Per Cent) 
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The infonnal or non-institutiomal sources still contimie to play a significant thou^ 
decUning role in the rural credit market. Thus, the share of informal sector in outstanding loam 
per household is around 40 per cent in Almora and Lakhimpur districts, thoi^ it has come down 
to around 31 per cent in Muzaffatnagar and around 20 per cent in Azamgarh and LaHtpur. It 
needs to be added that still over half of the rural hous^olds approach informal sources for credit ! 

Among the informal sources of credit the agricultural money lender has emerged as fte 
chief player accounting for over one-third of informal sector credit and about one-tenth of total 
credit. Traders provide about 5 per cent of rural credit, while fiiends and relatives about 6 per 
cent. Dependence on fiiends and relatives was found to be particularly high in Almora district 
Professional moneylenders and landlords were found to be relatively unimportant ph^ers in the 
rural credit market in the study villages. 

VI.4 INDEBTEDNESS OF CULTIVATING HOUSEHOLDS 

Indebtedness of cultivating households by source of credit has been shown in Table 6.7, 
Average outstanding loan per cultivating household was reported at Rs.5513. Amount of 
outstanding loan shows a sharp increase with the size of holding rising fi'om Rs.2376 for 
marginal farmers to Rs.32550 for large farmers. On the whole 84.30 per cent of outstanding loan i 
for cultivating household was due to formal institutions and only 15.70 per cent to infonwl 
sources. Around one-third of outstanding loans are accounted for by cooperative societies and a 
similar amount by commercial banks. 
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Table 6.7 : Outstanding Loan Per Cmtlvattng Household bv Size Category and Source of 
Loan (Amount in Rs.) 


Credit Source 

Marginal 

Farmers 

Small 

Farmers 

Semi- 

Medium 

Farmers 

Medium 

Farmers 

Large 

Farmers 

All 

Farmers 

Cooperative Societies 


■stlka 


BBI 

wSSmBim 

■QgQI 

Cooperative Bank/LDB 

118.92 
( 5.00) 


K^UI 

B^n 

WKmm 

linyii 

BH 

RIB 

Regional Rural Bank 

■oisnn 

936.87 

(22.35) 

— 

n 


627.48 

(11.38) 

Commercial Bank 




BBdHaH 


IHH 

Provident Fund 



— 

IBl 

*“ . 


Total Institutional Loans 

1243.89 

(52.34) 

3209.95 

(76.59) 

8085.71 

(93.02) 

9654.53 

(100.00) 

32550.00 

(100.00) 

4647.52 

(84.30) 

Landlord 

IKggll 



— 

— 

96.75 
( 1.75) 

Agriculture Money-lender 

357.94 

(15.06) 

HBESI 

|K^| 

RiEa 

— 

— 

243.65 
( 4.42) 

Professional Money-lender 


mBSm 

Hism 

— 

— 

UKOgS 

mmatm 

Trader 

187.16 
( 7.88) 

133.33 
( 3.18) 

476.19 

_(.5.48) 




PPI 

Relatives & Friends 

474.54 

(19.97) 

286.67 
( 6.85) 




REfiS^PIRIi. 

Odiers 


— 

— 

— 

— 


Total NcHi-Institutionai 

Loans 

1132.48 

(47.66) 

980.93 

(23.41) 

607,14 
( 6.98) 

— 

— 

865.83 

(15.70) 

Total Loan 



8692.85 

(100.00) 



5513.36 

(100.00) 


Note : Figures in brackds showpercatiage. 


Impoi^tant dififerences are, however, noticeable in die relative mqiortance of mstitutkmal 
credit for different categories of fanners. Thus, institutional sources provided only about half of 
the credit requirement of die marginal farmers and about two-thirds credit retpiiremrat of small 
farmers, while whole of the credit requirement of medium and large farmers was met by the 


















S4 


institutional sources. In particular the access of small and marginal farmers to commercial bank 
credit seemed to be limited. The reccard of the cooperative societies was much better in this 
respect. 

The inequity in access to institutional credit is further revealed by the fact that the large 
farmers who constituted only 3.6 per cent of the sample households cornered about 25 per cent of 
institutional credit, while marginal farmers, who constituted 48.0 per cent of the sample 
households received only 13.1 per cent of institutional credit (Table 6.8). The inequity in credit 
availability was found to be particularly sharp in case of commercial banks, which supplied less 
than 10 per cent of their credit to the small and marginal farmers. The performance of the 
Regional Rural Banks was distinctly better in this respect. The cooperative societies are also 
serving the interests of the medium and large farmers to a greater extent, though the inequity in 
credit distribution is less sharp in their case. 

Turning to the borrowing by cultivators from informal sector we find that still aboid half 
of the credit requirement of the marginal farmeis and about one-fourth of the credit requirement 
of die small farmers is being met by lliis sector. Friends and relatives contribute about one-third 
of total informal credit and agricultural moneylenders a little less than that. Professional money- 
lenders, traders and landlords are providing an insignificant part of rural credit in the study area. 

The importance of informal credit for the marginal and small farmers is fijrther revealed 
by the fact that they accounted for 62.6 per cent and 27.6 per cait respectively of total informal 
credit received by the cultivating households. 
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Table 6.S Per Cent Share of CaMvataig Households in Total Institutional T4»}in« hy rfr s^is 


Size Class 

Coopera- 

tive 

Societies 



Coopera- 
tive/Land 
Develop- 
ment Bank 

Regional 

Rural 

Banks 

Commer- 

cial 

Banks 

Total 

histitu- 

tiemai 

Loan 

Marginai Farmers 



24.93 

23.28 

3.21 

13.11 

Small Farmers 


HEiSi 

50.99 

36.36 

6.00 

17.14 

Semi-Medium Farmers 


18.09 

17.00 




Medium Farmers 

mamm 

22.19 


1 


KlilUr^ 

Large Farmers 

■EBa 

24.78 


40.36 

24.51 


All Farmers 

(100.00) 

100.00 

100.00 

100.00 

100.06 

100.00 


Note : Figures in brackets show percentage to total cutevadng households. 


VI.5 INDEBTEDNESS OF NON-CULTIVATING HOUSEHOLDS 

Indebtedness of non-cnltivating homeholds by source of credit has been shown in TaMe 
6.9. The table reveals that die weaker sections have to depend almost wholly upon the informal 
credit market for their credit requirement. Thus over 90 per cent of outstanding loans in case of 
rural labour households were from the informal sector. Rural labour households accounted for 
over 50 per cent of total outstanding loans taken by non-cultivating households from the mformal 
sector. Agricultural moneylenders provided bulk of credit requirement for diis group. 
Professional moneylenders also provided a larger proportion of loans to the rural labour 
households as compared to the cultivating household. The share of outstandii^ loans provided 
by the professional money lenders was found to be highest for persons engaged in service. 

The rural households eng a g ed in business and househoki inthistxy were able to get neaiiy 
three-four ths of frieir credit requironents from the institutional sources mainly from cooperative 
credit institutions or RRBs. The thare of commercial bank aredit in their case too was found to 
bcqmtclow. 
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T^ic 6,9 : Outstanding Loan Per Non-Cultivating Household bv Type of HoasehoM and 

SftHiiLMJLaajB 


(Amount in Bs.j 


Credit Source 

Agricul- 

tural 

Labour 

Non- 

Agricul- 

tura! 

Labour 

Business 

Hottse- 

hoM 

Industry 

Service 

Others 

Total No^ 
CultiratiR|| 
House- ; 
holds 

Cooperative 

Societies 

— 


367.65 
( 6.66) 

3162.86 

(53.79) 

54.29 

C 3.67) 

wBt 

mm 

Cooperative Bank/ 
LDB 

— 

— 

1705.88 

(30.90) 

HHi 


iiii^ 

371.29 ' 
(11.15) 

Regional Rural 

Bank 

mu 

•• 

1176.47 

(21.31) 

142.86 
( X43) 



232.67 
( 6.99) 

Commercial Bank 

•• 


529.41 
( 9.59) 

285.71 
( 4.86) 


mm 

215.35 
( 6.47) 

Provident Fund/ 
Insurance 


— 



BB 


43.32 
( 1.30) 

Total Institutional 
Loans 

68.97 
( 409) 

238.46 
( 9.69) 

3779.41 

(68.47) 

3948.57 

(67.15) 

679.29 

(45.92) 

376.80 

(18.96) 

1500.64 

(45.05) 

Landlord 




■m 

mi 

IHI 

129.70 
( 3.89) 

Agriculture 

Money-lender 

mm 



331.43 
( 5.64) 

— 

mm 

765.10 

(22.98) 

Professional 

Money-lender 


masmm 

■iKgm 

Hagai 

114.29 
( 1-94) 

714.29 

(48.29) 

19 

231.19 
( 6.94) 

Trader 

— 

ln^ 


1^1 

— 

mm 


Relatives & Friends 

IH 

mBSmi 

mmi 

BBI 

85.71 
( 5.79) 

H9 


Others 

— 

[■BaCT 

InBI 





124,18 
( 3.73) 

Total Non- 
Institutional Loans 

B 

2221.54 

(90.31) 

1740.68 

(31.53) 

1931.43 

(32.85) 



1829.38 

(54.95) 

Total Loan 

1686.21 

(100.00) 

2460.00 

(100.00) 

5520.09 

(100.00) 

5880.00 

(100.00) 

1479.29 

(100.00) 

1986.88 

(100.00) 

3330.02 

(100.00) 


Note : Figures in brackets show percentage. 
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Taking ttie non-cultivating households together we find that nearly 55 per cent of 
dieir outstanding debt is due to the informal sector, while this proportion is around 1 5 per 
cent for the cultivating households. Agricultural money-lenders provided about 40 per 
cent of the informal sector credit to these households. Around 17 per cent of outstanding 
loans were due to traders and about 1 5 per cent to friends and relatives. 


VI.6 INDEBTEDNESS BY SIZE OF LOAN 

Table 6.10 shows the distribution of indebted households and the amount of 
outstanding loan by the size of loan. Small borrowers predominate the rural credit 
market. Thus, 68.36 per cent of indebted households had outstanding loans of below 
Rs.3000, though their share in outstanding loans was only 18.72 pa* cent Only 2.66 per 
cent of borrowers had outstanding loans of Rs.25,000 and above. However, they 
accounted for 3 1 .74 per cent of the outstanding loans. 

Even in the case of formal sector majority of borrowers had taken small amounts 
of loans. Thus, nearly 55 per cent of formal sector loans were below Rs.3000 ami another 
23.94 per cent in the range of Rs.3000 to Rs. 10000. Their share in outstanding loans was, 
however, much smaller at 6.21 p&r cent and 19.57 per cait On the otho’ hand, only 
21.^ per of indebted households with institutional loans exceeding Rs. 10,000 
accounted for 74.22 per cent of institutional loans. 
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In case of liie informal credit market bulk of transactions were cm an even smaller scale as 
compared to the formal credit market. Thus, in case of as many as 30.13 per cent of borrowers 
talcing loan fiom the informal sector, outstanding loan size was below Rs.l000 and in another 
50.63 per cent cases between Rs.l000 and Rs.SOOO. These two groups accounted fear 46.39 per 
cent of the outstanding loans from the informal sector. A IMe more than 16.00 per cent of 
informal sector borrowers were in the category of loans between Rs.3000 and Rs. 10,000, while 
only 2.93 per cent had outstanding loans above Rs. 10,000. The share of these two groups in the 
outstanding loans was 34.01 per cent and 19.60 per cent respectively. No household reported 
outstanding loan of more than Rs.23,000 from the informal sector. 


Table 6.10: Per Cent Distribution of Indebted Households and Amount of Outstanding 
Loans bv Loan Amount and Source 


Loan Amount (in Rs.) 

Formal Sources 

Informal Sources 

All Sources 

Number 




Number 

Amount 

Upto 1000 

25.82 


30.13 

8.40 

28.10 

3.98 

1000 - 3000 

28.64 

HOB 


37.99 

40.26 

14.74 


7.04 

3.43 

9.62 

16.13 

8.41 

6.84 

5000 - 7500 



2.93 

4.66 

5.53 

6.05 

7500-10000 

u 

■i&a 


13.22 

5.97 

10.56 

10000-15000 

10.33 

15.76 

0.84 

3.73 

5.31 

12.53 

15000 - 25000 

5.63 

12.71 

2.09 

15.87 

3.76 

13.56 

25000 - 50000 


8.33 



1.11 

6.10 

50000-100000 


27.56 




20.16 

100000+ 

0.47 

7.50 



0.22 

5.48 

Total 

moo 

(213) 

100.00 

(17.35) 

100.00 

(238) 

100.00 

(6.36) 

100.00 

(451) 

100.00 

(23.71) 


Note •. Figures in brackets show number of indebted housekoids and anunuU of outstanSng 
loans in Iis. Lakh.Out of Ae tottd 381 indebted homeholdts 70 households had taken 
loans from both fonmd and informal sources. Thar detiMs are ind^kd m 
appropruttecoUmm. 
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VI.7 INDEBTEDNESS BY HOUSEHOLD ASSET AND INCOME LEVEL 


A major feature of rural credit market is the greater dependence of poorer households on 
the informal sources of credit as compared to the non-poor households, who have better access to 
institutional credit. In this section we have analyzed the indebtedness of rural households to 
formal and informal sources of credit by their asset and the income level. 

Table 6.11 shows the extend of indebtedness by source of credit and household asset 
level. As expected we find an inverse relationship between the share of loans from the informal 
sources and the value of household assets. The poorest category of households, i.e. with 
household assets upto Rs. 50,000 have a very hmited access to institutional credit and depend 
primarily on informal sources of credit. The share of informal sector in total loans sharply 
declines with the rise in the asset category. 


Table 6.11 ; Indebtedness bv Source of Loan and Household Asset Category per Indebted 
Household 


Asset Category 
(Rs.’OOO) 

No. of 
Respon- 
dents 

Formal Loans 
(Rs.) 

Informal 

Loans 

(Rs.) 

Total Loans 
(Rs.) 

Debt- 
Asset 
Ratio (%) 

0- 25 

32 



WmEmEmm 

8.71 

25- 50 

65 

355(15.50) 

1939(84.50) 

2295(100.0) 

6.27 

50- 100 

63 




3.49 


35 




3.91 


30 

5199(76.96) 

1556(23.04) 


3.79 

200- 250 




1327(100.0) 

3.25 


58 




1.59 

500-1000 

46 

tmimtbmjtim 



0.98 

1000-2500 

24 

12429(98.19) I 



0.81 

2500 & above 

8 

50731(100.0) 

•• 

HSlIElEni 

1.38 

All Households 

, ■ ' '■ 

381 

4553(73.16) 

1670 (26.84) 

6223(100.0) 

1.39 


Note : Figures in brackets sktow percentage to total loan. 
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The debt-asset ratio is fairly low and declines sharply from around 8.71 per cent in the 
lowest asset category to around LOO per cent in higher asset categories. The reason for such a 
low debt-asset ratio is the Mgh value of land, which constitutes nearly two-thirds of the total 
wlue of household assets. It is well known diat the value of agricultural land has gone 
sharply in the wake of die green revolution. If we exclude land the debt-asset ratio goes from 
1 .39 per cent to 3.99 per cent. 


Table 6.12 : Distribution of Indebted Household bv Source of Loans and Income Groups 


Annual Household 
Income (in Rs.’000) 

Outstanding Loans Per Indebted Household (in Rs.) 

Formal Sector 

Informal Sector 

Total 

Upto 10 

mmmmm 


hbbbb 

10 to 20 

— iminiiM 



20 to 30 

1746(47.43) 

1956(52.57) 

BEEBSEB 

30 to 40 




40 to 50 



BBBBB 

50 to 75 

6558(81.57) 

1482(18.43) 


75 to 100 


938(11.45) 


100 to 150 

21497(99.56) 


■BSEBn 

150 to 200 



bebbbi 

200 and above 




Ail Households 

4553(73.16) 

1670(26.84) 

6223(100.00) 


Note : Figures in brackets show percentages. 


We find a similar inverse relationship between the share of informal loans in total loans 
and the level of household income (Table 6.12). Households with annual income level upto 
Rs. 10,000 are depending almost entirely on the informal credit market for their credit needs. 
Households with annual income between Rs. 10,000 and Rs.40,000 meet half dicir credit 
requirement from the informal sources. The share of informal sector loans goes down to around 
one-fiftii in the income groups between Rs. 40, 000 and Rs.75,000 and further to around one-tenth 

















91 


in the income group between Rs.73,000 and Rs. 100,000. Households with income levels above 
Rs. 100,000 have to rarely approach the informal sector for their credit requirement and depend 
almost wholly on the institutional sources of credit. Thus, our stu(fy provides support to the oft- 
repeated fact that the institutional sources of credit are primarily meeting the credit requirement 
of the rural rich. 


Table 6.13 ; Extent of Indebtedness bv Level of Household Income 


Annual Household 
Income (in Rs.’000) 

Indebted Households 

Debt-Income Ratio 
(%) 

No. 

% to Household in 
the Group 

Upto 10 

12 

85.71 

19.09 

10 to 20 

142 

87.65 

19.42 

20 to 30 

89 

73.55 

15.13 

30 to 40 

45 

69.23 

18.63 

40 to 50 


62.50 

17.90 

50 to 75 

33 

56.90 

12.67 

75 to 100 

16 

72.73 

10.39 

100 to 150 

16 ^ 

69^57 ! 

16.39 

150 to 200 

3 

60.00 

17.09 

200 and above 

5 

62.50 

20.75 

All Households 

381 

74.71 

16.43 


The proportion of indebted households also goes down with the rise in household income, 
though more titan half of the households even in the upper income levels are indebted (Table 
6,13). The average debt-income ratio is 16.43 per cent but shows a U shape pattern going down 
initially, but rising again as one moves up the income scale. The reason for this type of 
relationship is that the a:edit requirements of middle income groups are moderate, but rise 
shatply in case of higher income groups. The latter groups mostly belong to the cat^ory of big 
cultivators, who take loans for costly farm equipment like tractors, tube-weUs, etc. 
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VL8 INDEBTEDNESS BY PERIOD OF LOAN 

Rural credit market in U.P. is dominated by short period transactions. Thus, as many as 
56.33 per cent of loans were taken for a duration of less flian 6 months accounting for 37.65 per 
cent of total borrowings (Table 6.14). Another 27.22 per cent of loans were for a period of 6 to 
12 months accounting for 17.98 per cent of total borrowing. Only 16.44 per cent of loans were 
for period exceeding 1 year, though the share of these loans in total amount of borrowing was 
44.02 per cent. This suggests that longer duration loans are of relatively larger size, which take a 
longer period for repayment. Veiy few transactions are for a period above two years. 


Table 6.14 : Distribution of Loans bv Period of Loans 



Per Cent of Total Loans Taken 



Informal 

Total 

Formal 

BfmnfflvKni 

Total j 


— 

6.9 

3.59 


4.7 

WEEm 

3 to 6 

67.3 

39.3 

52.74 

39.1 


36.40 i 

6 to 12 

7.1 

45.8 

27.22 

6.7 

50.1 


12to24 

10.6 

7.6 

KESi 

■HQI 

15.8 

17.98 1 

24 to 36 



6.42 

23.1 


mam 

36 to 60 

2.0 

— 

0.95 

12.3 



Total 

imon 

100.00 

100,00 

100.00 

100.00 

100.00 


In case of the informal sector loans it was found that 46.2 per cent loans were for a period 
of less than six months and another 45.8 per cent for a period of 6 to 12 months. The share of 
these loans in total informal sector loans was 33.7 per cent and 50.1 per cent respectively (Table 
6.14). Less than 10 per cent of loan transactions in the informal sector were for a period 
exceeding twelve months accounting for 16.3 per cent of such loans. On the other hand slightly 
above one-fourth of formal sector loans were for long period (i.e. one year and above) and their 






















share in total formal sector loans was as much as 54.2 per cent. It would thus J5)pear that the 
iiifonnal rural credit market is primarily meeting the short tcim consumption credit needs, while 
supplementing short term capital requirements of its clients. On the other hand long term capital 
requirements of rural sector are being met mainly by the foimal sector. The share of infcHma! 
sector in total credit in case of our sample households was found to be 40 per cent in case of 
short term credit (i.e. loans upto one year) but only 10 per cent in case of long term credit (i.e. 
loans exceeding one year). 


VI.9 INDEBTEDNESS BY RATE OF INTEREST 

The rural credit markets are notorious for their usurious interest charges. It is, therefore, 
worthwhile to examine the indebtedness in the study area by the rate of interest. The institutional 
sources provide credit at regulated interest rates, which are markedly below the nominal intarest 
rates charged in the informal sector. In our study villages the most quoted interest rates in the 
informal sector were 3 or 5 per cent a month, though some cases of interest rate of 10 per cent a 
month were also found. 

The distribution of loans by interest rates paid by the sample households is shown in 
Table-6.15. It is noteworthy that 45.56 per cent of loans incurred were at interest rates below 15 
per cent and the share of such loans in total loan amoxint was as hi^ as 70.36 per cent. These are 
obviously institutional loans. Among hi^ interest paying groiqjs largest number (27.03 per cent) 
was paying interest between 30-50 per c«it, corresponding to the oft quoted rate of 3 per cent per 
month. This was followed by die group paying 50 to 70 per cent of interest, corresponding to tiie 
reported rate of 5 per cent per month. In some cases even hi^cr interest rates ate charged but 
such cases were admittedly exceptional. 
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Table 6.13 : Distribution of Loans bv Rate of Interest 


Rate of Interest 
(% per annum) 

Per Cent of Total Loans 

Per Cent of Loan Amount 

Nil 

0.38 

0.07 

0-15 

45.56 

70.36 

15-30 

8.13 

4.80 

30-50 

27.03 

16.33 

50-75 

15.69 

7.46 

75 - 100 

1.89 

0.46 

100+ 

1.32 



100.00 

100.00 


The average annual interest rate reported by the indebted households came to 14.40 per 
cent in case of formal sector lo«is and 48.88 per cent in case of informal sector loans. Systematic 
differences were observed between the interest rates and the category of household. In general, 
non-cultivating households who have to depend on informal credit market to a greater extent had 
contracted Iomis at relatively higher rates as compared to the cultivating households (Table 6.16). 
Within the cultivating households it was found that the medium and large farmers obtained their 
total loans at a rate below 15 per cent, but the marginal farmers had obtained nearly half of their 
loans at rates ranging above 30 per cent. In case of non-cultivating households also an inverse 
relation between rate of interest paid and economic status of borrower was observed. Thus, 
households belonging to business and household industry category were able to get bulk of their 
loans at rates below 15 per cent. However, the rural labour households, who basically depend 
upon informal credit market, had to pay exorbitant rates ranging from 30 to 75 per cent per 
annum for most of the loans taken by them. Thus, the benefit of concessional interest rate 
charged by institutional lenders is basically going to the richer rural households. 























95 


Table 6.16 : Distribution of Loan Amount bvRate of Interest and Type of Household 


Type of Households 

Annua! Rate of Interest in Per Cent 

0-15 

15-30 

30-50 

50-75 

75+ 

Total 

Loans 

Marginal Farmers 

52.64 

mSm 

33.45 

8.04 

2.90 


Small Farmers 

67.34 


14.32 

6.54 



Semi-Medium Farmers 

84.69 

8.74 


6.57 



Medium Farmers 

■mg 

— 

— 

— 



Large Farmers 




— 


100.00 

All Cultivators 

80.85 

4.68 


m 

0.60 

100.00 





11.86 

48.77 

25.67 

9.61 

■PMUtg 

Non- Agricultural Labourers 


6.88 

64.63 

15.60 

2.82 


Business 



14.11 

14.23 

“ 


Household Industry 

62.29 

5.83 

19.92 

10.69 

1.27 


Services 

43.92 

3.79 


48.29 

— i 

100.00 

Otiiers 

18.96 

2.62 


15.70 

2.52 


All Non-Cultivators 

wm 

,||||||||M 

33.39 


D 

100.00 


70.43 


16.33 

IM 

0.98 

100.00 


VI. 10 INDEBTEDNESS BY TYPE OF SECURITY 

Around 60 per cent of ihe outstanding loans were obtained against the security of land ot 
some other asset Remaining loans were based on personal security or third party security. The 
pattern of security, however, differed significantly in case of institutional and non-institutitmal 
loans. Nearly all the institutional loans with some exceptions were obtained on tire basis of 
security of asset (mainly land) or third party security. In case of non-institutional loans hardly 10 
per cent of the loans were secured loams (Table 6.17 (i)). 
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The credit worthiness and terms of loan by a rural borrower are strongly influenced by the 
type of collateral he is able to offer as security. In our sample we found that over half of the 
loans were based upon mortgage of land and about one-fourth upon personal security (Table 
6.17). Systematic differences were, however, observed in the type of security offered by the 
cultivating and the non-cultivating households. As would be expected cultivating households arc 
able to obtain loan on the basis of land asset owned by them. However, in case of the marginal 
fanners less than half of the loans were against the security of land. 


Table 6.17(u) : Per Cent Distribution of Outstanding Loans bv T" 


H 


of Security and 
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The non-cuitivating sections without a tangible asset like land were able to get loans 
largely from the mformal sources on the basis of personal security. This was found to be 
particularly true for the rural labour households. In some cases the loans to this categorj' of 
households were against the security of bullion and jerv'cUcry. In case of households engaged in 
business and household industry most of the loans were obtained on die basis of the third party 
security. 

Our data clearly reveals that the majority of the weaker sections including marginal 
farmers, landless labourers and ailisans, who have to largely depend upon the informal credit 
market to meet their borrowing needs bulk of loans are obtained on the basis of personal security, 
not backed by valuable assets. This underscores the fact that the transactions in the rural 
informal credit markets take place in a localised area where the lenders and borrowers are in 
close personal touch. The rural money lender is thus able to overcome the problem of screening, 
which is dfficult and costly for the institutional credit agencies. The rural money lender, who in 
most cases is also the large cultivator, is also able to use the instrument of unsecured credit to 
ensure supply of farm labour at the needed time in future. The formal credit institutions on the 
other hand insist on collateral like land or third paily guarantee to advance loans thereby limiting 
the access of institutional credit to the asset-less rural population. 

VI.11 DISTRIBUTION OF INDEBTEDNESS BY PURPOSE OF LOAN 

Table 6.18 shows the distribution of outstanding loans from formal and informal sources 
by purpose of loan. The formal sector is providing credit basically for the productive purpose. 
About 75 per cent of institutional loans were for capital or current ejqpenditure in agriculture and 
about 23 per cent for non-farm business. It looks that a small part of institutional loans are 
diverted to non-productive purposes. 




Ct^ital E^enditure in Farm Business 

43.60 

Current Expenditure in Farm Business 

29.30 

Capital Expenditure in Non-Farm Business 

21.83 

Current Expenditure in Non-Farm Business 

1.38 

Total Productive Purposes 

96.12 

Ccaistruction/Repair of house 

1.55 

Purchase of Consumer durables 

i 

0.12 

Consumption 

“ 

Religious and Social Ceremonies 

1.94 

Medical Treatmoit 

— 

Repayment of Old Debt 

0.26 

Any others 

— 



Total Non-Productive Purposes 

Total Loans li 


3.8S 


■■ 


74.45 

22.81 

100.00 

100.00 i 


On die other hand around three-fourths of loans from the informal sector are used for 
non-productive purposes. Religious and social ceremonies account for nearly one-diird of total 
informal sector loans while consumption expenditure and construction or repair of house account 












for about one-fouitb of loan each. Around one-sixth of informal sector loans were to meet 
current expenditure in agriculture and about one-tenth for non-farm business. Significantly, no 
respondent reported having taken loans for capital expenditure in agriculture from the infonnal 
sector. In short, informal sector is primarily meeting the current consumption or social 
requirement of the rural population. 

VI. 12 INSTITUTIONAL FACILITIES AND BORROWING LEVELS 

We have hypothesized that the reliance on informal credit market would decline with the 
expansion of the institutional sources of credit. The villages surveyed by us were classified into 
two categories, namely, villages having a commercial bank branch or a cooperative society (Le. 
developed villages) and villages at least five kilometres away from the institutional sources of 
credit (i.e. backward villages). The term developed and backward are used here in a narrow 
sense of the availability of institutional credit facility and not in a general sense of overall 
economic conditions. 

Table 6.19 shows the situation with respect to outstanding loan per household from 
institutional and non-institutional sources in the developed and the backward villages. No 
systematic differences were observed between developed and backward villages either in terms 
of level of borrowing or dependence on informal sources of credit. Per household borrowing 
from non-institutional sources is reported at Rs. 1285 in developed vill^es and at Rs.l208 in 
backward villages. The share of non-institutional credit in total outstanding credit was also 
nearly at die same level in die two types of viflages, being 26.54 per cent and 27,17 per cent 
respectively. 



Table 6.19 : Amount and Per Cent of Outstanding Loan per Household from Institiitional 
and Non-Institutional Sources in Developed and Backward Villages 


District/Village 

Institutional 

Sources 

Non-Institutional 

Sources 

All Sources 


Per 

Cent 

Amount 

(Rs.) 

Per 

Cent 


Per 

Cent 



51.20 

74.06 

806.64 

370.00 


1652.94 

1426.54 

■Kwol 

Azamuarh 

Developed Village 

Backward Village 

7175.83 

3283.00 

86.12 

73.92 

1156.67 

1158.00 

13.88 

26.08 

8332.50 

4441.00 

100.00 

100.00 

Lakhimnur 

Developed Village 

Backward Village 

1663.40 

3445.20 


1953.00 

1449.00 

54.00 

29.61 

3616.40 

4894.20 

100.00 

100.00 

LalitDur 

Developed Village 

Backward Village 


83.36 

76.06 

778.00 

1239.40 

16.64 

23.94 

4674.70 

5176.40 

100.00 

100.00 

Muzaffarnasar 

Developed Village 

Backward Village 


66.44 

71.03 

■ 

m 

HB 


All Districts 

Developed Village 

Backward Village 

3557.04 

3238.95 


1285.26 

1208.18 


4842.30 

4447.47 

■Digpiil 


Note: Developed ViUages are those mth a bmk branch or cooperative society, tidule backward 
villages are dtose which are at least 5 fans, awtty from these fadSdes. 

The absence of any association between local availability of institutional sources of credit 
and the role of informal credit market observed in our study can be e^lained in terms of the 
following factors. Firstly, institutional credit facilities are now fairly widespread in the rural 
areas and one does not have to travel far to obtain these facilities. Secondly, since the 
institutional sources limit themselves to the provision of credit basically for productive purposes, 
their clients have to approach the informal credit market to meet credit requirement for non- 
productive purposes like consumption and social espaiditure. 
























VI. 13 FREQUENCY OF BORROWINGS 


Dependence of rural households on credit can be assessed by the fiequency of borrowing. 
In our sample we found that only 10.39 per cent of households had not borrowed during the last 
10 years while 3.92 per cent households had borrowed once and 6.08 per cent twice (Table 6.20). 
These are generally the well to do households who can meet their investment and consumption 
requirements from their own income. However, over two-thirds of the rural households reported 
borrowing frequently in most of the cases more than 4-5 times during the last decade either for 
production or consumption purpose. 


Table 6.20: Per Cent Distribution of Sample Households bv Frequency of Borrowing 
During Last Ten Years 



No. of Households 
Reporting Borrowing 

Per Cent of Total 
Households 

Nil 

53 

10.39 

Once 


3.92 

Twice 

31 

6.08 

Thrice 

57 

11.18 



18.63 



49.80 



100.00 


Respondents were also asked to report dieir bcmrowings during the past ten years fixmi 
different sources to get an idea of their dependence on formal and mfoiiual sources of credd. 
The data on fiequency of botrowing have been presented in Tabfe 6.21. The most frequraitiy 
tapped source of credit was cooperative societies, which were approached by half of the sample 
families in many cases mwe than 4-5 times. It looks that the cooperative societies are basically 











meeting the credit requirement of about one-third of the rural households, although their 
performance is better than that of other institutional sources of credit Only mie-fourth of tiw 
sample households reported having taken loans from commercial banks or Regional Rural Banks 
in die last 10 years, while another 10 p«r cent had borrowed from Cooperative Bank/LDB. The 
frequency of borrowing from banking institutions was also quite low. 


Table 6.21 : 





No. o f Times Borrowed 
3 n 4 to 5 


More 
than 5 




Total No.of 

Borrowing 

Households 



11(2.2) 13(2.5) 35(6.9) 64(12.5) 132(25.9) 255(50.0) 

22(4.3) 16(3.1) 7(1.4) 1( 0.2) 1(0.2) 47(9.2) 


38(7.4) 12(2.4) 1(0.2) 

67(13.1) 9(1.8) 3(0.6) 
6 ( 1 . 2 ) 1 ( 0 . 2 ) 


51(10.0) 

79(15.5) 

7(1.4) 


(B> Non-Institutional Sources 


Land Lord 


8(1.6) 5(0.9) 8(1.6) 1(0.2) 1(0.2) 23(4.5) 


Agricultural Money Lender 
Professional Money Lender 


6(1.2) 34(6.7) 42(8.2) 59(11.6) 36(7.0) 177(34.7) 


7(1.4) 5(1.0) 9(1.7) 2(0.4) 


23(4.5) 


Trader 


6(1.2) 10(2.0) 5(1.0) 10(2.0) 10(2.0) 41(8.0) 


Relatives & Friends 


28(5.5) 70(13.7) 29(5.7) 3(0.6) 1(0.2) 131(25.7) 
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Among the informal sources of credit most frequently approached 
sources are agricultural moneylenders followed by friends and relatives. A 
little above one-third of the sample households had borrowed from the 
agricultural moneylenders and around one-fourth households from friends 
and relatives in the last 1 0 years, in most cases more than once or twice. A 
relatively small number of sample households (i.e. around 20 per cent) had 
approached other informal sources of credit like landlords, professional 
moneylenders or traders. 


VI. 14 CURRENT LEVEL OF BORROWINGS 

The analysis of outstanding loans carried out In the previous sections 
does not give a correct idea about the current level of borrowing. To 
examine this aspect we collected information on borrowings in the current 
year, which correspondents to the agricultural year 1997-98. Table 6.22 
gives source-wise borrowing per household during July 1997 and June 
1 998 and Table 6.23 gives percentage share of different agencies. 
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Tabic 6.22: Amount of Bornmina Per Household D 


Source 


Professional Money Lender 

— 

Trader 

— 

Relatives & Friends 

328.00 

Others 

— 


38.00 

550.00 

155.00 

285.00 



Total Loans 


887.00 1551.00 


3187.00 4701.00 


(inRs.) 


987.65 

228.43 

394.12 

899.02 

44.12 



3150.00 2553.33 


104.90 

377.06 

110.78 

192.16 

39.61 

47.06 
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Table 6.23: Share of Different Credit Agencies in Total Borrowing Per Household Durin 


July 1997 and June 1998 

in Per Cent) 


Source 

Almora 

Azam- 

Lakhim 

Lalitpur 

Muzaffar- 

Total 



garh 

-piir 


nagar 



(C) Institutional Sources 
Cooperative Socieites 
Cooperative Banks/LDB 
Regional Rural Banks 
Commercial Banks 
Provident Fund 


24.32 29.24 

16.09 2.49 

9.19 7.67 



Land Lord — 

Agricultural Money Lender 12.64 

Professional Money Lender — 

Trader - 

Relatives & Friends 25.12 

Others - 


Total Informal Loans 

37.76 

Total Loans 

100.00 



77.96 57.77 77.75 


2.82 8.54 1.76 

5.87 11.13 13.47 

0.77 7.01 3.51 

7.77 7.16 1.38 

4.82 8.38 




H 


0.81 

11.70 

3.30 

6.06 



2.89 
10.40 
3.06 
5.30 
1 

1.3 


22.25 

32,99 

29.56 

100.00 

100.00 

i 

1O0.OO 
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Current borrowing per household amounted to Rs.3625 out of which Rs.2553 were 
borrowed jfrom formal sector and Rs.l072 from the informal sector. Thus, the share of 
formal sector amounts to 70.44 per cent of current borrowings. Among the formal 
sources most inqportant source was cooperative societies followed by commercial banks, 
with a share of 27.25 per cent and 24.80 per cent respectively in total current borrowing. 

Around 30 per cent of current borrowing was from the informal sector out of 
which one-third credit was provided by the agriculhiral money lenders. The share of 
informal sector in current loans was relatively higher in Almora (37.75 per cent) and 
Lakhimpur (42.23 per cent) as compared to the other districts. 

Current borrowing per household (Rs.3625) forms about 78.00 per cent of 
outstanding loans per household (Rs.4649). The share of informal sector loans in current 
year borrowing (29.56 per cent) is also roughly comparable with the share of these loans 
in outstanding borrowings (26.84 per cent). 

On an average an amount of Rs.3127 was repaid by the sample households to the 
different credit agencies on account of current loans, out of which Rs.2646 (84.6 per cent) 
was towards the repayment of principal amount and remaining Rs,481 (15.4 per cent) 
towards interest charges (Table 6.24). Thus, around 73 per cent of principal amount of 
current loans was repaid during the same year by the borrowing households. The relevant 
proportion was 71 per cent in case of formal sector loans and 77 per cent in case of 
informal sector loans. 
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Table 6.24 : Amount of Loan Repaid per Household During the Period July 1997 and June 
1998 


finRs.) 


Items 

To 

Institutional 

Sources 

To Non- 
Institutional 
Sources 

To All Sources 

Principal Amount 

1816.76(89.59) 

829.02(84.55) 

2645.78(84.64) 

Interest Amount 

211.13(10.41) 

269.74(15.45) 

480.86(15.36) 

Total Amount 

2027.89(100.00) 

1098.76(100.00) 

3126.64(100.00) 


Note : Figures in brackets showpercetOages 


VI.15 CREDIT REQUIREMENTS 

We have also tried to assess the total annual credit requirement for productive and 
non-productive purposes of the sample households. A little less than 80 per cent of the 
sample households expressed a need of credit with an average credit requirement of 
around Rs,7166. Some differences in credit requirement across districts were also 
observed. Thus, only around 60 per cent of sample households in Almcra expressed need 
for credit, while this proportion was around 90 per cent in Lalitpur. Average oedh 
requirement also ranged from Rs.4534 in Almora to Rs.9687 in Lalitpur (Table 6.25). 












Table 6.25 : Average Credit Recna^rement Per Reportiiig Ife^Bdhdkl 


District 

Pa* Cent Households 
Reporting Need for Credit 

Amount of Credit 
Required (in R&) 

Almora 

59.0 

4534 

Azamgarh 

70.9 

6683 

Lakhimpur 

85.0 

6767 

Lalitpur 

89.0 

9687 

Muzaffamagar 

83.0 

7199 

All Districts 

77.3 

7166 


Credit requirement of most of the households are quite modest. Thus, 
around 40 per cent of households reported credit requirement between Rs.lO(X) and 
Rs.3000, 20 per cent households needed credit in the range of Rs.3000 to Rs.5000, 
while another 20 per cent households put their credit requirement in the range of 
Rs.5000 to Rs. 10,000 (Table 6.26). Only in case of about 20 per cent households 
credit demand was above Rs. 10,000 per year. 
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Tabic 6.26 : Credit Requirement bv Amount of Credit per Reporting Household 


Amount of Credit Required 
(inRs.) 

No. of Households Requiring 
Credit 

Average Amount of Credit 
Required 

1000 - 3000 

154 (39.1) 

1957 

3000 - 5000 

80(20.3) 

4360 

5000- 7500 

39 ( 9.9) 

6395 

7500 - 10000 

40(10.2) 

9313 

10000 - 15000 

42(10.7) 

13529 

15000 - 25000 

29 ( 7.4) 

21017 

25000 + 

10 ( 2.5) 

37380 

Ali Households 

394 (100.0) 

7166 


Note : Funtres in brackets show percent of total households reootiine ere^reamremeM 


Looking at the purpose-wise requirement per household we find that 54.80 
per cent of credit is needed for current form expenditure and 17.75 per cent for 
current non-farm business expenditure (Table 6.27). Around 27.50 per cent credit 
is required for various non-productive purposes like consumption, medical or 
social expenses. The need for non-productive loans was found to be relatively 
higher in the districts of Almora and Azamgarh as compared to the other districts. 
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Tabic 6.27 : Porpose-wfee Awra« Credit Required Per Sample Household 


(Rs.) 


Name of 
Districts 

Current 
expenditure 
for Agriculture 

Current 

expenditure for 
non>farm business 

Consumtriion 

requirement 

Medicine, 

treatment, 

etc. 

Other 

purposes 

Total 

Almora 

772(28.85) 

■1 

665(24.86) 

120 ( 4.49) 

195 ( 7.29) 


Azamgarh 

2194(46.29) 

282 ( 5.94) 





Lakhimpur 

m 

... 

987(17.16) 

707(12.29) 

245 ( 4.26) 

400 ( 6.95) 


Lalitpur 

4926(57.14) 

2260(26.22) 

968(11.23) 

367 ( 4.26) 



Muzaifarnagar 

3970(66.44) 

535 ( 8.95) 

325 ( 5.43) 

570 ( 9.54) 

575 ( 9.62) 

5975(100.00) 

Qllllllllllll 

3034^.80) 

983(17.75) 

816(14.735 

297 ( 5.3Q 

406 ( 7.3^ 

5536(100.00) 


Note : Figures in brackets showoarcentases 


The demand for credit is not evenly spread throughout the year as can be seen 
from Table 6.28. Credit demand Is highest during the months of May and June, when 
there is a sudden bulge in demand for credit for marriage, repair of house, etc. as well 
as for crop loans. Credit demand again goes up during winter months of December and 
January, i.e. frie period of Rabi sowing. The period from February to March and 
Septwnbferto November are lean periods from the point of view of borrowing activities. 


























Ill 


Table 6.28 : Freouencv of Borrowing bv Month 


Month 

Number of Borrowing 
Households 

Per Cent of Total Loans 
During the Year 

January 

58 

11.74 

Februaiy 

25 

5.06 

March 

14 

2.83 

April 

30 

6.07 

May 

67 

13.56 

June 

127 

25.71 

July 

30 

6.07 

! 

August 

45 

9.11 

September 

27 

5.46 

October 

14 

2.83 

November 

20 

4.05 

December 

37 

7.48 

Total Loans 

494 

100.00 


An idea about the in cre^t demand and supply in the niial areas can be obtained by 
comparing the reported credit requir^ent per hotisehold and die actual bcorowing per household 
reporting during the cuirent year. On the whole it looks that about two-diirds of the credh need 
is met in case of our sample households (Table 6.29). Institutional sources are able h> meet 









around 45 per cent of the credit need. The demand-supply gap in rural credit was found to be 
quite low in Azamgaih and Muzaffarasgar districts but was substantial in the other diree 
districts. 


Table 6.29: Gao Between Credit Demand and Supply per Sample Household 


District 

Amount of Credit 
Required (Rs.) 

Actual Borrowing 
in 1997-98 (Rs.) 

Gap Between Credit 
Demand and Supply (%) 

Ahnora 

2675 

1306 

48.82 

Azamgarh 

4740 

4740 

100.00 

Lakhimpur 

5752 

3280 

57.02 

Lalitput 

8621 

3187 

36.97 

Mtizaffamagar 

5975 

4701 

78.68 

Total 

5536 

3625 

65.48 


VI. 16 AGGREGATE SIZE OF THE RURAL CREDIT MARKET 

We can have a rou^ idea of total rural credit market in Uttar Pradesh on the basis of our 
estimates of per household borrowing in 1997-98. There were 180.2 lakh rural households in 
U.P. as pCT 1991 Census. Taking the growth rate in the number of rural households observed 
between 1981-91, wc may put the preasent number of rural households at around 200.0 lakhs. 
Multiplying tois number by average borrowing per sanqyle household total size of rural credit 
market in U.P. may be put at Rs.7249 crore, out of ^diich roughly Rs.S106 crore were provided 
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by the fonnai institutions and roughly Rs.2143 crore by informal credit market. This would 
suggest that the total size of the infomal credit market is fairly large in U.P. Against the credit 
availability of Rs. 7249 crors, As credit requirsnent for the state may be fwt at Rs. 11,078 ctotb 
(Table 6.30). Thus, there is a substantial gq) between rural credit demand and siqjply in the 
state. The institutional sources are able to meet less dian half of the credit demand. 

Table 6.30: Aggregate Estimated Rural Credit Demand and SuddIv in Uttar Pradesh. 
1997-98 


(Rs. Crores) 


Credit Source 

Credit Actually 
Availed 

Credit Reqirement 

Credit Requirement 
and Availed Gap 

Formal Sector 

5106 

7755 

2649 

Informal Sector 

2143 

3323 

1180 

TOTAL 

lllllllllll^^ 

11078 

— 


VI. 17 CONCLUSION 

We may briefly summarise the findings of this chapter. Nearly 75 per cent of our sample 
households have reported being indebted, average outstanding loans amounting to Rs.6223 per 
reporting household and Rs.4649 pw sanqrle households. Average outstanding debt amounted to 
16.43 per cent of average household income and only 1.39 pra: cent of die avwage value of 
household assets. The incidence of indebtedness was found to be higher among the poorer 


housetmlds. 
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The study revealed that institutional credit is now meeting around three-fouilh of total 
rural Howevra", the access to institutional credit remains M^ily inequitous. The share (rf 

institutional loans in total loans was found to be positively related to the eccmomic status of the 
household. The richest households were able to meet their total o'edit requirement fitnn the 
institutional sources, while the poorest households had to depaid almost wholly on the informal 
credit market. 

Informal sector accounted for a little above one-fourth of total outstanding debt. The 
non-cultivating households depended upon the informal credit market to a greater extent as 
compared to the cultivating households. Among the cultivating households the dependence of 
the marginal households on informal credit market was much greater as compared to other 
cultivating households. Thus, the informal credit market plays an important role in meeting the 
credit requirement of the weaker sections of the rur^ society. 

Among the informal sources of credit the agricultural moneylender has emerged as the 
chief player accounting for over one-third of informal sector credit followed by fiiends/relatives 
and traders. The role of professional moneylenders and landlords was found to be relatively 
unimportant. 

Small borrowers predominate the rural credit market specially so in the case of the 
informal sector. In case of over four-fifths of the borrowers from the informal sources loan 
amount was less than Rs.3000. The rural credit market is also dominated by short period 
transactions in bulk of cases duration of loan being less than 6 months. 

The most quoted interest rates in the informal sector in the study area were 3 or 5 per cent 
a month, though some cases of interest rate of 10 per cent a month were also found. An inverse 
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relation between rate of interest paid and the economic status of the borrower was also observed. 
It is generally the economically weaker sections which are forced to bonow from the informal 
credit market at very high nominal rates of interest. To some extent this reflects the higher risk 
premium as in most cases these sections had obtained loans on the basis of persona! security not 
backed by valuable assets. The rural moneylender, who in most cases is a large cultivator 
residing in the same village, is able to overcome the problem of screening faced by the 
institutional moneylender and is also able to use the instmment of unsecured credit to ensure 
supply of farm labour at the needed time in future. 

The informal credit market is primarily meeting the current consumption and social 
expenditure requirement of the rural population. Around three-fourths of loans from the informal 
sector are used for non-productive purposes. Religious and social ceremonies account for nearly 
one-third of total informal credit while consumption expenditure and construction/repair of house 
account for about one-fourth of such loans each. 

A little less than 80 per cent of the sample households expressed a need of credit The 
average credit requirement per sample household was Rs.5536 against the actual borrowing of 
Rs.3625, which suggests a significant gap between credit demand and supply. 

On the basis of our estimate of current borrowing per household the total size of rural 
credit market may be put at Rs.7250 crore, out of which Rs.5100 crore were provided by the 
formal sector and Rs.2100 crore by the informal sector. Thus, one can conclude that the total 
size of the credit market in Uttar Pradesh is fairly large even if its relative role is declining. 
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CHAPTER Vn 

RURAL MONEYLENDERS: THE SUPPLY SIDE 

VILl INTRODUCTION 

In this chapter we propose to focus on the characteristics of the rural moneylenders 
including their parental background, economic status, area of operation, money lending costs, 
interest charged, scale of lending, sources of funds, etc. The discussion is based upon the 
information obtained from 90 rural moneylenders operating in the study area with the help of a 
structured questioiuiaire. It was found that only 44, i.e. a little less than half of the 90 
moneylenders interviewed, were formally registered under the Money Lending Regulation Act, 
while others were carrying out their business without formal registration. 

VILl RELIGION AND CASTE 

The moneylenders predominantly belonged to the upper caste Hindu families except in 
Azamgarh district where a good number of rich farmers of backward castes were carrying out the 
money lending business (Table VII.1). Also in this district, which has a concentration of Muslim 
artisans working in handloom industry, a few Muslim moneylenders were also operating, hi 
LaliQiur district one scheduled caste farmer with a large holding was also engaged in money 
lending cperaticms. 



Table 7.1 : Distribution of Moneylenders bv Caste 


(Nos.) 


District 

Higher Caste 

Backward Caste 

Scheduled Caste 

Total 

Ahnora 

14 (93.33) 

1 (6.67) 


IjH^RQIIII 

Azamgaih 

5 (25.00) 





20 (100.00) 

Lakhimpur 

14 (70.00) 

5 (25.00) 

1 (5.00) 

20 (100.00) 

Lalitpur 

13 (65.00) 

7 (35.00) 


20 (100.00) 

Muzafftunagar 

15 (100.00) 

— 

— 

15 (100.00) 

Total 

61 (67.78) 

28(31.11) 

1 (1.11) 

90 (100.00) 

Note : * Includes 3 Muslims 

Figures in brackets show percentages. 


VIL3 AGE PROFILE 

Over two-thirds of the moneylenders belonged to the middle age group (36 to 55 years), 
while around one-fifth were old (above 55 years) and only one-tenth belcmged to the young age 
group (Table 7.2). The average age of the respondents was 47 years. Most of die r^pondents 
were engaged in die business of money lending fw a fairly long time, that is, more than 15 years 
(Table 7.3). 
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Table 7.2 : Distribution of Moneylenders by Age-Grougs 


(Nos.) 


District 

llllllllilllllllHiHSMRiHHIIIIIIIilllll 

Total 

Average 

Age 

Above 35 

36-55 

56+ 

Abnora 



■EBUaH 


42 

Azamgarh 

f AbftliM 


■BISSHI 

EBESESI 

^ 49 

Lakhimpur 





51 

Lalitpur 

4 (20.00) 

14 (70.00) 

2 (10.00) 

20 (100.00) 

46 

Muzaffamagar 


12 (80.00) 



48 

i 

Total 


63 (70.00) 

17 (18.89) 

90 (100.00) 

47 


Note : Figures in brackets show percentages. 


Table 7.3 : Distribution of Moneylenders bv the Duration of Money Lending Business 

(in Years) 


(Nos.) 


District 

Upto 5 

5-10 

10-15 

15-20 

20+ 

Total 

Almora 

— 


1 ( 6.67) 


2 (13.33) 

15 (100.00) 


— 

OBI 


EBm 

9(45.00) 

mmtmm 

1 Lakhimpur 

— 




8 (40.00) 




gHBTiTiM 

■nassai 




Muzaffamagar 

WBmm 





KSRESESi 

Total 

IQ 

■ 




90 (100.00) 


Note : Figures in brackets skowpercerOages. 

























119 


vn.4 OCCUPATIONAL BACKGROUND 


Majority of our respondents reported farming as their main occupation followed by shop 
keeping or business (Table 7.4). A few were engaged in service. Interestingly a very small 
proportion (7.78 per cent) reported money lending as their primary occupation. It thus looks that 
the rural rich with surplus cash are engaged in money lending as a side activity, the large farmers 
being the major players in the rural informal credit market. However, two-thirds of the 
respondents reported that their parents were also engaged in money lending as a secondary 
occupation. 


Table 7.4 : Distribution of Moneylenders by Primary Occupation 


(Nos.) 


District 

Money 

Lending 

Shop Keeper/ 
Business 

Farming 

Service 

Total 

Almora 

1 (6.67) 

5 (33.33) 

6 (40.00) 

3 (20.00) 

15 (100.00) 

Azamgaih 


9 (45.00) 



20 (100.00) 

Lakhimpur 


8 (40.00) 

■UtltiililfiH 

— 

20 (100.00) 

Lahtpur 

1 ( 5.00) 


WMf fiffiTiW 



Muzaffamagar 

1 ( 6.67) 


8 (53.33) 

— 


Total 

7 (7.78) 


42 (46.66) 

6 (6.67) 

90 (100.00) 


Note ; Figures in brackets show percentages. 


VIL5 HOUSEHOLD ASSETS 

Mcmey lending households came from a fairly wealthy background. The average vahie of 
assets owned by our sample households was Rs.7.98 lakh out of which Rs.7.35 lakh (92.03 per 
c«it) was in the form of physical assets and Rs.0.64 lakh in the form of financial asasts (TaWe 
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7.5). There were, however, considerable inter-district variations in the value of household assets 
owned by the moneylenders from a low of Rs.3.86 laMi in Aimora to a high of Rs.l6 lakh in 


Muzaffamagar. 


Table 7.5 : Value of Physical and Financial Assets per Household 

(in Rs.) 


District 

Financial Assets 

Physical Assets 

Total Assets 

Aimora 

64333 (16.69) 

321202 (83.31) 

385535 (100.00) 

Azamgarh 

44853 ( 8.02) 

5145721 (91.98) 

559425 (100.00) 

Laktumpur 

60625 ( 6.91) 

816281 (93.09) 

876906 (100.00) 

Lalitpur 

48813 ( 7.32) 

618091 (92.68) 

666904 (100.00) 

Muzaffamagar 




Total 

63692 (7.98) 

734722 (92.02) 

798414 (100.00) 


Note : Fisures in brackets show percentases. 


Details of the value of physical assets owned by the money lending households have been 
shown in Table 7.6. Land constitutes nearly two-fifths of the value of physical assets and 
buildings for around one-third. Agricultural implements and transport equipment are other 
important items among physical assets owned by the money lending households accounting for 
about one-sixth of total physical assets. Durable household goods account for a little over one- 
tenth of total physical assets. 
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Table 7.6 : Value of Physical Assets per Sample Household 


(in Rs.) 


Type of Assets 

AIttiora 

Azamgarh 

LaMiliii- 

pur 

Lalltpiir 

Muzalfar- 

nagar 

Total 

Land 

86250 

(26.85) 

160500 

(31.19) 

299500 

(36.69) 

138305 

(22.38) 

858667 

(57.69) 

290443 

(39.53) 

Buildings 

101067 

(31.47) 

222500 

(43.24) 

243400 

(29.82) 



243344 

(33.12) 

Livestock 

9087 
( 2.83) 

11618 
( 2.26) 

5684 
( 0.70) 

13640 
( 2.21) 

12140 
( 0.82) 

10414 
( 1.42) 


447 
( 0.14) 

44190 
( 8.59) 

58754 
( 7.20) 

76398 

(12.36) 

86900 
( 5.84) 

54411 

(7.411^ 

Transport Equipment 

39133 

(12.18) 

28334 
( 5.51) 

72633 

1 ( 8.90) 

36713 
( 5.94) 

45913 
( 3.08) 

44770 
( 6.09) 

Non-Faun Business Equipment 


6215 
( 1.21) 

HUn 

2835 
( 0.46) 

3567 
( 0.24) 

5889 
( 0.80) 

Durable Household Assets 

79818 

(24.85) 

41215 
( 8.01) 

125585 

(15.39) 

71200 

(11.52) 

115553 
( 7.76) 

85451 

(11.63) 

Total Physical Assets 

321202 

(100.00) 

514S72 

(100.00) 

816291 

(100.00) 

618091 

(100.00) 

1488S40 

(100.00) 

734722 

(100.00) 


Note ; Figures in brackets show percentages. 


The average value of financial asset per household is reported at Rs.63,692. Significantly 
44.09 per cent of the financial assets were in the form of bank deposits and another 28.09 per 
cent in the form of NSC or Post Office deposits (Table?.?). Around one-tenth of financial assets 
are held in the form of cash in hand. An insignificant amount is held in die fonn of deposits 
with companies or as shares or debentures. 

Ownership of different types of physical and financial assets by money lending 
households has been shown in Table 7.8. Over half of the respondents owned a milch animal, 
while over one-fourth of fiiem owned draft animal, tractors, tube-wells and pump sets. 
Ownership of two wheelers was reported by about two-thirds of the re^Kmdents, while about 




122 

one-tenth owned a car or a jeep. All except 5 of the 90 respondents reported ownership of a TV 
set, while a good number also owned refrigerator and washing machine indicating a fairly 
prosperous economic status of the money lending households. 


Table 7.7 : Financial Assets Owned per Sample Household 
(in Rs.) 


Type of Assets 

Almora 

Aramgarb 

Lakhim- 

pur 

Lalltpur 

Muzaffar- 

naaar 

Total 

NSC 



11400 

(18.80) 

5700 

(11.68) 

16533 

(14.75) 

9822 

(15.42) 

Post Office Deposits 

9233 

(14.35) 

7700 

(17.17) 

3800 
( 6.27) 

7450 

(15.26) 

13933 

(12.42) 

8072 

(12.67) 

Deposits in Banks 

25000 

(38.86) 

24850 

(55.40) 

22975 

(37.90) 

22750 

(46.61) 


28083 

(44.09) 


■ 

1475 
( 3.29) 

1000 

(1.65) 

2000 
( 4.10) 

- 


Shares & Debentures 


- 

5500 
( 9.07) 

750 
( 1.54) 

1667 
( 1.49) 

1667 
( 2.62) 

Dues Receivable 


1125 
( 2.51) 

4550 
( 7.51) 

.4400 
( 9.01) 

21667 

(19.33) 

7417 

(11.65) 

Cash in Hand 

4667 
( 7.26) 

5053 

(11.27) 

10560 

(17.42) 

4138 
( S.47) 

7867 
( 7.02) 

6478 

(10.17) 

Other Items 

2033 

(3.16) 

450 
( 1.00) 

840 
( 138) 

1625 

(3.33) 

1033 
( 0.92) 

1159 
( 1.82) 





n 

112100 

(100.00) 



Note ■ Figures in brackets showpereattages. 
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Table 7.8: Households Reporting Ownership of Different Assets 


(Per Cent) 


— 

Type of Assets 

Almora 

Azam- 

garh 

Lakhi 

mpur 

Lalitpur 

Muzaifar 

Nagar 

Total 

Livestock 







Draft Animal 

60.00 

25.00 

15.00 

20.00 

33.33 

28.89 

Milch Animal 

66.67 

55.00 

45.00 

50.00 

47.67 

52.22 

Agricultural Machinery 







Tractor 

— 

15.00 

25.00 

40.00 

47.67 

25.55 

Tubewell 

— 

35.00 

40.00 

25.00 

53.33 

31.11 

Pumpset 


25.00 

30.00 

45.00 

26.67 

26.67 

Thresher 

— 

— 

10.00 

25.00 

26.67 

12.22 

Cane Crusher 


— 

5.00 



1.11 

Harvester 


5.00 


10.00 

6.67 

4.44 

TransDort Eauiument 







Car/Jeep 

13.33 


20.00 

10.00 

13.33 

11.11 

Motor Cycle/Scooter 

40.00 

55.00 

60.00 

85.00 

86.67 

65.56 

Bullock Cart 


15.00 

30.00 

10.00 

, 13.33 

14.44 

Durable Household Assets 



1 

! 

1 



TV 

100.00 

85.00 



100.00 

94.44 

Refrigerator 

33.33 

45.00 



66.67 

41.11 

Washing Machine 

40.00 

20.00 


mi 

53.33 

30.00 

Financial Assets 







NSC 

53.33 

20.00 

55.00 

35.00 

53.33 

42.22 

Post OfiSce Deposits 

60.00 

50.00 

40.00 

55.00 

73.33 

54.44 

Deposits in Bank 

100.00 

100.00 

100.00 

90.00 

100.;00 

97.78 

Dq)osits in Conq>anies 

-- 

15.00 

10.00 

15.00 

— 

8.89 

Shares and Debentures 


mm 

20.00 

10.00 

6.67 

7.78 
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AJl the respondents barring two had a bank account while nearly half reported having 
NSC and Post OfiBcc deposits. However, less dran one-tenth of the respondents rcpwited having 
deposits in companies or owing shares and debentures. 

As reported earlier cultivation was mentioned as the primary occupation by the money- 
lenders interviewed by us and the value of land constitutes the most important item of physical 
assets in value terms. Table 7.9 gives further details of land ownership by the respondents. A 
little above half of the households in our sample reported ownership of land, the average size of 
land holding being 6.65 acres. In Muzaffamagar the size of holding was found to be much larger 
as compared to other districts. In a majority of cases (i.e. nearly 90 per cent households) average 
land holding was below 10 acres. 


Table 7.9 : Number of Households Reporting Ownership of Land and Average Size of Land 
Holding 


^ 

Districts 

No. of Households Reporting 
Ownership of Land 

Average Land Holding Size 
(Acres) 

Almora 

9 (60.00) 

3.04 

Azamgarh 

10 (50.00) 

6.16 

Lakhimpur 

10 (50.00) 

7.90 

LaUtpur 

11 (55.00) 

5.27 

MuzaSamagar 

8 (53.33) 

11.63 

Total 

48 (53.33) 

6*65 


Note : Figures in brackets show percentiles 
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VIL6 ANNUAL HOUSEHOLD INCOME 

Sourcc-wisc annual income of the money-lending households interviewed by us has been 
shown in Table 7.10. The average household income was reported at RS.8I525O varying from 
Rs.575539 in Almora to Rs.l,CK),456 in Muzaifamagar district. Income from money-lending 
alone was reported at Rs.21,070 constituting a little less than one-fourth of household income. In 
tact the most important source of income was business which contributed around one-third of 
household income. Cultivation contributed around 28 per cent of household income and animal 
husbandry another 6.0 per cent. Remaining 10 per cent of income was contributed by 
miscellaneous sources like service, leasing out of land and machinery, remittances, etc. Thus, 
money-lending activity is being carried out mainly by the relatively prosperous rural households 
with surplus income, who were mainly engaged in cultivation or business activities. 

Table 7.10: Per Household Annual Income by Source (In Rs.) 


Income Source 

Almora 

Azam- 

garh 

Lakhim 

pur 

Lailtpur 

Muzatlar 

Nagar 

Total 

Net Income from Money-lending 

15277 

(26.55) 

20777 

(27.43) 

19768 

(24.93) 

23023 

(24.98) 


21070 

(25.93) 

Cultivation 

8867 

(15.41) 

16787 

(22.17) 

23175 

(29.23) 

30826 

(33.45) 

33641 

(33.50) 

22815 

(28.08) 

Animal Husbandry 

3527 

(6.13) 

7105 

(9.38) 

2941 

(3.71) 

5219 

(5.67) 

6153 

(6.13) 

5006 

(6.16) 

Leasing out of land 

— 

imu 

maSSm 

1558 

1035 
(1-12) , 

IBI 

909 

(1.12) 




26639 

(33.60) 


31333 

(31.21) 

25387 

(31.25) 

Service 


■j^m 

nuii 



1680 

(1.67) 

3236 

■i3.98) 

Remittance 

IHi 

— 

•• 

wisfia 

[Hi 

133 

( 0 . 16 ) 

Others 

— 

Klal 

||||Uwi« 

mmm 

mui 



Total Household Income 

nH 




teiii 

iiii 


Note : Figures in 


brackets show percentages 
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It appears that the infonnal mral credit market is perfoiiiiiiig the task of intermediation 
between the airpliis and ca^ de&it households in the localized economy, 

VII.7 VOLUME OF LENDING AND AREA OF OPERATION 


Average volume of lending per moneylender was reported at Rs. 53,8 11 ranging from 
Rs.40,733 in Almora to Rs.74,867 in Muzaffamagar. The distribution of respondents by volume 
of lending is shown in Table 7.11. In one-third of cases the volume of lending was fairly modest 
being below Rs.25,000. In another 26.67 per cent cases volume of lending ranged between 
Rs.25,000 and Rs.50,000. In around 29 per cent cases volume of lending was in the range of 
Rs.50,000 and Rs. 1,00,000 and in around one-tenth cases it exceeded Rs. 1,00,000 per year. 


Table 7.11 ; Distribution of Respondents bv Volume of Lending in the Last Year 


(Nos.) 


lllllll^llll^ 

Volume of Lending (Rs.) 

Average 
Volume of 
Lending 
(Rs.) 

Upto 

10000 

10000- 

25000 

25000- 

50000 

50000- 

100000 

100000 
and above 

Total 

Almora 



4 

(26.67) 

4 

(26.67) 

2 

(13.33) 

5 

(33.33) 

— 



llllllg 

— 





20 

(100.00) 

53700 





BSiB 

3 

(15.00) 

20 

(100.00) 

53400 


Hfli 




— 

PIPH 





5 

(33.33) 

mmm 

4 

(26.67) 


74867 

Total 

8 

(8.89) 

22 

(24.44) 

24 

(26.67) 

26 

(28.89) 

10 

(11.11) 

90 

(100.00) 



Note ; Figures in brackets show percentages 
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A modest increase in volume of business over the last decade was reported by the 


respondents on the whole. Howcwr, respondents in Almora and Lakhimpur districts reported a 
decline in business over the last decade (Table 7.12). 


Table 7.12 : Trends in Average Volume of Lending Per Respondent Over Time 


District 

Average Volume of Lending (Rs.) 

Last Year 

Five Year Ago 

Ten Year Ago 

Almora 

40733 

48540 

50200 

Azamgarh 

53700 

52800 

42000 

Lakhimpur 

53400 

58800 

59400 


48350 

48625 

42150 

Muzaflfamagar 

74867 

66933 

54033 

Total 

53811 

47570 

49272 


A fairly high number of moneylenders interviewed by us felt that their business has been 
affected by the growth of banking facilities and cooperative credit (Table 7.13). Greater 
competition from other moneylenders and decline in demand for credit were mentioned as other 
important reasons affecting money lending business. 

It was foxmd that the rural moneylenders are meeting the credit needs of their clients 
spread over several villages. In over two-fifth cases the area of operation extended over ten 
villages and in over one-fifth cases it spread over 5 to 10 villages (Table 7.14). Around one- 
tenth of the moneylenders were operating on a small scale covering 1 to 3 villages. In majority 
of cases, however, the area of operation was confined to the same district, though about one-tenth 
respondents reported operating in 2-3 districts. 






Reasons of Decline in Business 

Aimora 

Competition from Moneylenders 

5 

(33.33) 

Competition from Cooperatives 

7 

(46.67) 

Growth of Banking Facilities 

11 

(73.33) 

Decline in demand by customers 
due to their improved economic 
condition i 

10 

(66.67) 


Azam- 

garh 


g 

(40.00) 
7 

(35.00) 
9 

(45.00) 
9 

(45.00) 


(30.00) 
8 

(40.00) 
10 

(50.00) 
6 

(30.00) 


7 

(35.00) 
6 

(30.00) 
10 

(50.00) 
9 

(45.00) 


5 

(33.33) 

6 

(40.00) 
3 

( 20 . 00 ) 

3 

( 20 . 00 ) 


31 

(34.44) 

34 

(37.77) 
43 

(47.77) 
37 

(41.11 


Note : Figures in brackets show percentages to total respondents 


Table 7.14 : Distribution of Monev Lendina Households bv Area of Ooeration 



Note : Figures in brackets show percentages 















Over three-fourths of the moneylenders interviewed reported that they have been 
diverting their funds into other forms of investment. Deposit in banks was the most favoured 
form of investment followed by purchase of NSCs. A small number reported investing in shares, 
bonds or deposits with the private conq}anies. Thus, there is a preference for the safe and 
assured earning assets like bank deposits and NSCs. Money lending is seen as a way of earning 
a higher level of return though carrying a higher degree of botheration and risk. In fact, nearly 
one-fourth of the moneylenders interviewed by us affirmed that their sons would not be 
interested in carrying on the business of money lending. 


Table 7.15: Loans Outstanding by Size of Loan bv Money Lending Households 


Amount (Rs.) 

Aimora 

Azam- 

garh 

Lakhim 

pur 

Lalltpur 

MuzafTar 

Nagar 

Total 

Upto 1000 


380 

(54.21) 

314 

(49.84) 

331 

(57.37) 

546 

(72.13) 

1748 

(57.90) 


wmmm 

1111111111 ^^^ 3 ^^ 

WSeBm 

iKafiSl 

jllllllljH 

nw 

bSoeiH 



70 

(9.98) 

85 

(13.49) 


46 

(6.08) 


5000-10000 

6 

(1.69) 

5 

(0.71) 

11 

(1.75) 

13 

(2.25) 


n 

10000-25000 

— 

— 

-- 

1 

(0.17) 


1 

(0.03) 

Total 

354 

(100.0) 

701 

(100.0) 

630 

(100.0) 

577 

(100.0) 

757 

(100.0) 

3019 

(100.0) 

No. of Loans Given per 

Respondent 

23.60 

mi 

31.50 

28.85 

50.60 

33.54 

Average Amount of Loan (Rs.) 

1726 

HQHI 

m 


1480 

1604 


Note : Figures in brackets show percentiles 















On an average one moneylender have 34 outstanding loans, though the number varied 
from 24 in Almora to 51 in Muzaffamagar, Average amount of loan given amounted to Rs.l604 
only. Moat of the loans advanced are for a small amount. Thus, nearly 58 per cent of the loans 
advanced by the mtmeylenders were below Rs.l000 and another 30 per cent were in the range of 
1 to 3 thousand. Around one-tenth of total loans advanced were in the range of 3 to 5 thousand. 
There were few cases of loans exceeding 5 thousand (Table 7.15), 

Two-thirds of the loans advanced by the moneylenders were outstanding for 1 year and 
another 30 per cent were outstanding for 1 to 2 years. Only 3.49 per cent of loans were 
outstanding for a period over 2 years. 

VIL8 SOURCES OF FUNDS 

Sources of funds utilized by the moneylenders have been shown in Table 7.16. Basically 
the moneylenders are using their own funds for carrying out the money lending business. Thus, 
own funds accounted for as much as 86.45 per cent of total funds deployed. Around 8 per cent 
of the funds were contributed by the relatives and friends, which are generally obtained without 
interest. In such cases generally the friends and relatives are using the services of the 
experienced moneylenders as an intermediary to lend their stirplus cash. In some cases the 
moneylenders had borrowed money from other moneylenders. Average interest paid on such 
borrowings was reported at 20 per cent. Around 3 per cent of die funds deployed by the money- 
lenders were obtained from die institutional sources. Only 5 out of the 90 moneylenders 
interviewed reported borrowing from commercial banks for the purpose of re-lending. All of 
them belonged to the urban areas. 
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Thus, it appears that the linkages between ttie informal and foimal market are extremely 
weak and only a small fraction of money deployed in the informal credit market is obtained from 
the formal credit market. 


Table 7.16 : Sources of Funds for Lending 


(Amoimt ifi Rs. Lakh) 


Sources of Funds 

Alinora 

Azam- 

garh 

Lakhim 

pur 

Laittpur 

Muzaffar 

Nagar 

Total 

Own Funds 

6.11 

(100.00) 

9.89 

(92.09) 

8.10 

(75.84) 

7.74 

(80.04) 

10.03 

(89.31) 

41.87 

(86.45) 

Funds from Relatives and 
Friends 


0.50 

(4.66) 

1.50 

(14.06) 

0.95 

(9.82) 

0.95 

(8.46) 

3.90 

(8.05) 

Borrowing from Money- 
lenders 


— 

0.38 

(3.55) 

0.78 

(8.07) 


1.16 

(2.40) 

Loans from Banks & 
Cooperatives 

— 

0.35 

(3.25) 

0.70 

(6.55) 

0.20 

(2.07) 

0.25 

(2.23) 

1.50 

(3.10) 

Total Funds 

6.11 

(100.00) 

i 

10.74 

(100.00) 

10.68 

(100.00) 

9.67 

(100.00) 

11.23 

(100.00) 

48.43 

(100.00) 


Note : Figures in brackets show percentages 


VIL9 INTEREST CHARGED 

Per cent distribution of loan amount by annual rate of interest charged has been shown in 
Table 7.17. Interest rates charged varied from 24 per cent to 120 per cent per year. However, 
the most commonly charged interest rate was 36 per cent per year, at which nearly three-fourths 
of the loans were advanced. About one-tenth of the loans were advanced at the rate of 48 per 
cent and another one-tenth at the rate of 60 per cent. In a few cases even higher rates of interest 
was charged, though such loans accounted for barely 3.6 per cent of total loans. Most of these 
cases of high interest were found in Lalitpur district This district falls in the backward 
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uninigated southern plateau and has a high concentration of agricultural labourers. Among the 
other four districts the pattern of interest rates charged did not show much of a difference. 


Table 7.17: Per Cent Distribution of Total Loan Amount by Rate of Interest 


Annual Rate of Interest 

AJmora 

Azam- 

garh 

Lakhim 

pur 

Lalilfiir 

Muzaffar 

Nagar 

Total 

24% 

— 

0.93 

0.21 

- 

2.67 

3.08 

36% 

90.02 

78.40 

65.45 

50.88 

84.24 

72.87 

48% 

2.45 

6.52 

16.95 

13.75 

8.46 

10.20 

60% 

6.38 

B 

B 

22.03 

3.74 

10.24 

72% 



— 

j 

3.62 

— 

0.72 

84% 

— 

2.33 

— 

3.62 


1.24 

96% 

— 

— 

— 

3.63 

-- 

0.72 

120% 

1.15 

- 

0.37 

2.48 

0.89 

0.93 

Total 


BPI 

IH 

B 

100.00 

100.00 

100.00 


About two-thirds of the moneylenders reported that they charge the same rate of interest 
from their clients. However, one-third moneylenders reported charging different interest rates 
from different groups of borrowers. We also tried to probe the reasons for charging differential 
interest rates. The responses by reasons for charging higher interest rates have been shown in 


Tabic 7.18. 
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Table 7.18: Distribution of Respondents by Reasons for Charging Higher Interest Rate 


i 

Reasons for Charging Hi^er Interest Rates 

Number 

Per Cent of Total 
Respondents 

Better Economic Position 

15 

16.67 

Person not personally known 

13 

14.44 

Past repayment record not good 

8 

8.89 

Loan for medical purposes 

12 

13.33 

Loan for marriage & social ceremonies 

7 

7.78 

Loan for productive purpose 

8 

8.89 

Short period of loan 

11 

12.22 

Urgency of borrower 

9 

10.00 

Borrower Resides outside the village 

6 

6.67 

Nature of security offered 

13 

14.44 


Interest rates are affected by personal characteristics of the borrowers as well as nature of 
credit required. It was reported by some moneylenders that they charge higher interest rates from 
better off clients as well as those who are not personally known or their past repayment record is 
not good. Purpose of loan also affected the rate of interest charged. Hi^er rates of interest were 
charged in case of loans for medical or social purpose or when the loan was urgently needed. 
Some charged hi^er interest on short period loans. Nature of security provided also affected the 
rate of interest charged. Lower interest was reported in case of liquid collateral like jewellery. 

Thus, the interest charged reflects the relative bargaining position of the creditor and the 
borrower. The moneylender takes advantage of the situation where mgcncy of the borrower is 
high and credit demand cannot be postponed as in case of medical treatment and social 
ceremonies. The moneylender also keeps in mind the economic status of the borrower and the 
expected returns from the loans. In other cases, hi^er interest rates may reflect the greater 

transaction costs or risks faced by the moneylender. 
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VII.10 MODE OF BUSINESS 

The salient features of the modus operandi of the moneylenders observed by us through 
discussions with them are briefly summarized below. The rural moneylend^ are mainly 
catering to the credit needs of agriculturists, rural landless labour and rural artisans. In a limited 
number of cases loans to businessmen or traders are also given. Majority of moneylenders are 
giving loans for both production and consumption purposes. The moneylenders reported that 
they generally give loans to persons directly known to them or to persons introduced by known 
persons. Rarely a loan is given to any unknovm person. 

Since the rural moneylenders are operating in a localized area and dealing with persons 
known to them this obviates the need of obtaining collateral and follow cumbersome legal 
procedures. Nearly 60 per cent moneylenders reported that they give loans on personal security, 
while in about one-third cases third party security was regarded as sufficient. In a limited 
number of cases some collateral security was also insisted upon. Jewellery was the most 
preferred form of security, though in some cases, land, animals, utensils or other assets were also 
accepted as collateral. Generally, it is the professional moneylenders, who are advancing loans 
against collaterals. 

In a majority of cases loan is advanced on the basis of oral agreement, while in about one- 
third cases written agreement on a simple piece of paper is made. Legal mortgage was insisted 
only in less than one-tenth of the cases possibly where loan amount was large. 

One of the reasons of the survival of the informal rural credit is the low transaction cost 
botti for the lender and the creditor. In majority of cases tiie transaction is cOTr^leted within half 
an hour or at the most within one-hour. Generally no deductions or service charges are made at 
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the time of making the loan. However, a couple of moneylenders in Azamgarh and Lakhimpur 
villages reported making a deduction of upto 5 per cent of the loan amount while advancing the 
loans. In most of the cases the loan is advanced in a single instalment. However, in about one- 
fourth of the cases loans are advanced in two or more instalments. 

A flexible schedule of repayment is maintained and the borrower is expected to repay the 
loan according to his convenience. Only one-tenth of the moneylenders reported insistence on 
fixed monthly instalments for loan repayment. In most of the cases the borrowers come on their 
own to the doors of the moneylenders for making repayment. In one-third cases the 
moneylenders reported making personal visits for realization of loans. Only one in four 
moneylenders had used tiie services of an agent or regular employee to realize loan repayment. 

Nearly 80 per cent moneylenders interviewed reported that they remain satisfied if the 
interest due on loans is paid regularly. Around the same proportion of moneylenders reported 
that they do not have to employ any coercive method to realize loan repayment. Only one-fifth 
of the moneylenders interviewed reported the need for resorting to coercive method for 
realization of loans. Again only 10 moneylenders (11.11 per cent of the sample) reported that 
they had to confiscate the collateral for non-payment of loans. In 7 of these cases the collateral 
involved was in the form of jewellery, in 2 cases animals and in 1 case utensils. Significantly 
nobody reported confiscating land of the borrower for default of paj'ment. 


VII.11 LOANING IN KIND 

Only 37 (i.e. around 40 per cent) of the 90 moneylenders interviewed informed us that 
they sometimes give loans in kind. On an average one moneylender had given two loans in kind. 
Around 1.2 quintal of foodgrains was advanced per bcHtower, who had asked for loans in kind. 
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In general, the borrower taking loans in kind is expected to return one and a half time of the 
foodgrains borrowed after the crop season. However, now the practice of repayment in cash 
even for loans taken in kind has become quite common. 

The details of loan transactions in kind have been given in Table 7.19. The annualized 
rate of return on loans in kind works out to roughly 90 per cent and does not show much 
variation across districts. This conforms to the practice of dyodha (one and a half times) to be 
paid after the crop season. Thus, the returns on kind loans are higher than the nominal interest 
charged on cash loms. However, the practice of borrowing in kind has declined over time 
reflecting the betterment in the income and employment levels of the poor people. 


Table 7.19: Loan Transactions in Kind 


Item 

Aimora 

Azam- 

garh 

Lakhim 

pur 

Lalltpiir 

Muzaffar 

Nagar 

Total 

1. No. of Persons given loans 

7 

21 

20 


10 

71 

2. Amount of kind Loans in Qtls. 

6 

25 

24 

17 

13 

85 

3. Total Value of Loan (Rs.) 

2100 

11250 

10800 

7650 

5850 

37650 

4. Amount of Repayment Received: 
(a) in Cash (Rs.) 

2940 

12654 

12852 

6851 

7371 

42668 

(b) in Kind (Qtls) 

— 

9.0 

5.4 

9.75 

1.95 

26.10 

(c) Value of payment made in kind (Rs.) 


4050 


4388 

878 

11746 

(d) Total Amount Repaid 

2940 

16704 

15282 

11239 

8249 

54414 

5. Return on Loan (Rs.) 


5454 

4482 

3589 


16764 

6. Annualized Rate of Return (%) 


97 

83 

94 


89 

Note: L The value of kind loan and repayment in kind has been estimated at the average market rate 

of Rs.350 per quintal in Almora and Rs.450 per quintal in other districts. 


2. Annualized rate of return has been calculated by assuming that repayment has been made 

within six months of loan. 
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VIL12 ANNUAL BUSINESS EXPENSES 

Information was elicited from the moneylenders on their annual business 
expenses connected with the work of money lending. We have worked out the business 
expenses of the urban based and rural based moneylenders separately as the 
establishment costs in the case of the former are likely to be higher. The urban based 
moneylenders were generally carrying on the business of money lending along with 
other business activity in most cases a jewellery shop. In many cases they had also 
employed a shop assistant, who was also helping in money lending business. In such 
cases we have allocated a part of expense on office upkeep and salary of employee 
tovrards money lending expenses in proportion to the time spent on money lending 
business to total time spent in shop. 

Details of annual business expenses of moneylenders have been shown in Table 
7.20. These expenses come to 2.58 per cent of total advances in case of urban based 
moneylenders and only 1.31 per cent of total advances in case of rural based 
moneylenders. It Is in this area that the moneylender operating in the rural informal 
credit market has a clear competitive edge over the formal lending Institutions. 



Item of Expenditure 

Urban Based 

Rural Based 

Ail Money- 


Moneylenders 

Moneylenders 

lenders 

1. Rent and Maintenance of Office 

HSflH 


IBHH 

2. Salary of Employees 

849(38.4) 


415(33.3) 

3. Stationery, Printing, etc. 

264(11.9) 

144(44.7) 

203(16.3) 

4. Legal Expenses 

62(2.8) 

28(8.7) 

44(3.5) 

5. Travelling Expenses 

64(2.9) 

54(16.8) 

59(4.7) 

6. Collection Expenses 

■mi 

16(5.0) 

64(5.1) 

7. Interest on Borrowed Funds 

321(14.5) 

43(13.4) 

179(14.4) 

$. Total Exnenses 

2213(100.0) 

322(100.0) 


9. Total Expenses as % of Total Loans 

2.58 

1.31 

2.28 

10. Total Expenses as % of Interest Earned 

6.90 

2.48 

5.58 

1 1 . Net Interest Earned as % of Loan Advanced 

34.81 

51.34 

38.63 


Note : Figures in brackets show percentages to total expenses 


Taking into account the annual business expenses the net interest earning of 


moneylender in our sample comes to 38.6 per cent. Net interest earning was found to 
be higher in case of rural based moneylenders (51.34 per cent) as compared to urban 
based moneylenders (34.81 per cent). 






139 


VII.13 BAD DEBTS 

It is wcU known that the recovery rate of the rural moneylenders tends to be high because 
of their proximity and close touch with the borrowers generally living in the same or nearby 
villages. The possibility of default on the part of the poor borrower, who has to approach the 
moneylender frequently for his cash needs, is also limited. The position of dominance enjoyed 
by the moneylender, often a big landholders, in the rural community helps him in realizing his 
dues. As we have pointed out earlier only in rare cases the coercive power has to be actually 
exercised by the moneylenders to recover debts. 


In our sample only one*sixth of the moneylenders reported cases of bad debts, which 
were generally 5 to 7 per cent of their total lending. On an average the bad debts amounted to 
Rs.1022 or less than 2 per cent of their average lending (Table 7.21). In Lalitput district the 
incidence of bad debts was somewhat higher. This may explain to some extent the prevalence of 
relatively higher interest rate in this district. 


If we add the bad debts to business expenses the net interest earning in our sample would 
come down to 30.9 per cent of the total loan amount. Thus, rural money lending remains a 
financially very attractive business, without much attendant risks, far in excess of any secure 
financial instruments available in the market. 


Table 7.21 ; Details of Loss Due to Bad Debts 


District 

Moneylenders 
Reporting Bad Debts 

Average Amount 
of Bad Debts 
Reported (Rs.) 

Bad Debts as Per 
Cent of Total Loans 
Advanced 

Nos. 

Percent 

Almora 

1 

6.67 

33 

0.08 

Azamgath 

3 

15.00 

450 

0.84 

Lakhimpur 

3 

15.00 

700 

1.31 

Lalitpur 

6 

30.00 

2375 

4.91 

Muzaftamagar 

2 

13.33 

1400 

1.87 

Total 

15 

16.66 

1022 

1.90 
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VII.14 MONOPOLY ELEMENT IN INTEREST 

Much discussion has centred around the issue of high interest rates in rural credit market 
and the presence of monopoly element (Bottomley 1963, 1964 and 1975; Chandav'arkar, 1965; 
Ban(tyopadhyay, 1984; Ghatak, 1976). Following this discussion the interest rates can be seen as 
consisting of four elements, i.e. (a) the opportunity cost of lending money; (b) administrative cost 
of lending; (c) risk premium; and (d) monopoly profits. 

We hav'e estimated in previous sections the administrative cost of lending money and the 
default rate, both of which were found to be rather low. We can take the interest on long term 
deposits in post offices, which is locally available riskless opportunity for investing, as 
representing the opportunity cost of money, which is currently at 10 per cent. The gross interest 
earned by moneylenders has been estimated by us at 40,90 per cent and net interest earned at 
36.63 per cent after taking into account the lending costs and default rate estimated at 2.28 per 
cent and 1.99 per cent of loan amount. After deducting 10 per cent as opportunity cost, the 
monopoly profit of the moneylender would come to 26.63 per cent. For the rural based 
moneylenders monopoly profits would be higher at 39.34 per cent and for tire urban based 
moneylenders lower at 22.81 per cent. 

The presence of institutional finance has not helped to bring down tiie interest rates in the 
rural money markets. The formal and informal sectors of the rural money market are not 
competing in providing loans as they are dealing with separate segments of the market. The rural 
moneylenders are basically purveyers of consumption loans, which are not provided by the 
institutional sources, hi fact, fiie poorer sections also depend upon flie informal sector even for 
productive loans as either institutional credit is not accessible to them or is not sufficient. 



The element of competition, which may bring down the interest rates, is missing even 
among the rural moneylenders. The rural moneylenders arc essentially operating in an 
oligopolistic market, with each oligopolist having control over a segment of the market. As we 
have seen earlier most of the borrowers are linked to the moneylender in a stable client-patron 
relationship due to a number of locational, social, personal or economic relationships. This 
makes it difiRcult for a borrower in the informal credit market to move freely from one 
moneylender to another even if they are operating in a close vicinity. Lack of collateral seems to 
be the basic constraining factor for this situation. 

VII.15 PROBLEMS FACED BY MONEYLENDERS 

Moneylenders were also asked questions about the problems they generally faced while 
carrying out their business. A large majority of them complained about harassment from 
government or income tax officials and wanted such harassment to end for smooth conduct of 
their business. They also suggested that the period of renewal of registration should be extended 
to 10 years and wanted that the restrictions put on limit of loan amount should be removed. The 
moneylenders in general also suffered from a feeling of insecurity as they had to keep large sums 
of cash at home to cany out their business. Around one-fourth of the moneylenders also referred 
to the problem of shortage of funds and suggested that banks should provide diem loans to cany 
out their business. 

VII.16 CONCLUSION 

The main findings of the present chapter may be briefly summarized now. The profile of 
the 90 moneylenders interviewed by us reveals that they mostly belong to iqpper castes and are in 
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upper middle age bracket. They are in tfie money lending business for a fairly long time though 
it is not reported as their primary occupation. The rural rich with surplus cash are engaged in 
money lending as a secondary activity, the large farmers being the principal players in the rural 
informal credit market. Money lending households come from a fairly wealthy background wid\ 
an average value of household assets including land of Rs.8 lakh. Average value of financial 
assets per household was reported at around Rs.64,000. The average annual household income 
of moneylenders was reported at Rs.81,250. Net income from money lending per household 
came to Rs.21,070 amounting to 25.9 per cent of annual household income. 

Generally money lending is on a modest scale average volume of money lending being 
around Rs.54,000. A fairly high number of moneylenders felt that their business has been 
affected by the growth of banking facilities and cooperative credit It was found that the 
moneylenders are meeting the credit needs of their clients spread over several villages. On an 
average one moneylender had 34 outstanding loans. Average amount of loan given per client 
was rather small at Rs.l604, being less than Rs.lOOO in aroimd 60 per cent cases. The duration 
of loans is also short. Nearly two- thirds of the loans outstanding were for a period upto 1 year. 

Basically the moneylenders are using their own funds for carrying out the money lending 
business. Nearly 86 per cent of funds deployed were provided by the moneylenders themselves, 
8 per cent funds were provided by friends and relatives, 2.4 per cent funds were borrowed from 
other moneylenders and around 3 per cent funds were borrowed from institutional sources. 

Interest rate charged varied from 24 per cent to 120 per cent per year. However the most 
commonly charged interest rate was 36 per cent at which nearly friree-fourfris of the loans were 
advanced. Generally, moneylenders charge die same rates of interest from their clients. But one- 
third moneylenders reported charging different rates of interest fr(Mn different group of borrowers 
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to take advantage of the situation where urgency of the borrower is high and credit demand 
cannot be postponed as in case of medical treatment and social ceremonies. 

The moneylenders give loans mostly to persons directly known to them on personal 
security or on die basis of third party security. Only in a limited number of cases collateral 
security was insisted upon. Transaction costs are extremely low. In a majority of cases loan is 
advanced on the basis of oral agreement or written agreement on a simple piece of paper. The 
borrower is expected to repay the loan according to his conveneince. 

Moneylenders sometime give loans in kind but the practice has declined considerably 
over time. The practice of repayment in cash even for loans taken in kind has become quite 
common. 

Generally the moneylenders carried out their business on their own. The average annual 
business expenses of moneylenders amotmted to 2.28 per cent of their total advances and 5.58 
per cent of their interest income. Very few cases of repayment default were reported by the 
moneylenders. On an average the bad debts amounted to around 2 per cent of loans advanced. 

The gross annual interest received by the moneylenders was estimated at 40.9 per cent of 
total loans, while net interest after taking into account business expenses and bad debts came to 
36.7 per cent of loan amount. Thus, money lending remains a financially very attractive 
investment for rural rich with surplus cash, far in excess of any secure financial instrument 
available in the market. 

To sum up, the rural informal credit market is perfomiing the iraqportant task of 
intermediation between the cash surplus and cash deficit households in the localised economy. It 
provides a financially attractive and safe investment opportunity to the rural rich with cash 



surplus on the one hand and provides speedy cash at low transaction cost to the rural poor in 
urgent need of liquidity without access to alternative sources of credit. The moneylender no 
doubt charges high interest for an essential service in the prevailing situation. 

Our andysis reveals that there is a hi^ degree of monopolist profit in ftie interest 
charged by the rural moneylenders. There is little competition between the formal and informal 
sectors of the credit market as they are dealing with different segments of the market. Even 
among the rural moneylenders the element of competition is largely absent. The rural 
moneylenders are essentially operating in an oligopolistic market, with each oligopolist 
controlling a segment of the market in a stable client-patron relationship. 
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CHAPTER VIII 

TRANSACTION COSTS AND PERCEPTION OF 
BORROWERS ABOUT FORMAL CREDIT INSTITUTIONS 

VIII.1 INTRODUCTION 

In this chapter we have discussed the explicit and imphcit transaction costs of borrowing 
from the formal credit institutions and the perception of respondents about the working of these 
institutions. The discussion also includes various types of problems faced by rural population in 
dealing with formal credit institutions. The suggestions of respondents to improve the working 
of these institutions are also highlighted. Finally, a brief reference is made to the role of the non- 
banking financial institutions working in the study area. 

VIII.2 TRANSACTION COST IN FORMAL SECTOR 

It is well known that transaction costs of borrowing are much higher in the formal sector 
as compared to the informal sector. We have tried to estimate various types of transaction costs 
of borrowing from the formal credit institutions on the basis of information supplied by the 
respondents. The main transaction cost a villager has to incur for obtaining loans from an 
institutional source is fric loss of workdays on account of frequent visits to the lending agency to 
complete the formalities for securing loan. Generally it takes 4 to 5 visits spread over 1 to 2 
weeks to get a loan from regional rural banks or a commercial bank (Table 8.1). Even in case of 
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cooperative institutions frequent visits are required and there is a lapse of several days in getting 
a loan. On an average more than 2 working days are lost in getting a loan from a cooperative 
society and over 3 days in case of banks. The financial cost of loss of working d^ has been 
worked out by multiplying the loss of working days with the prevalent wage rate for agricultural 
workers, taken at Rs.40 per day. hi addition the borrower has to incur expense on travelling, 
food, etc. apart from various other legal and non-legal expenses. 


Table 8.1 : Frequency of Visits to Lending Agencies and Loss of Workdays for Obtaining 
Loans 


Lending Agency 

Average 

Distance 

(Km.) 

No. of 
Visits to 
Various 
Offices 

Loss of 
Working 
Days 

Time Gap in 
Getting 
Loans (in 
days) 

Cooperative Societies 

KEIH 

2.51 

2.14 

5.47 


IKI^HI 

2.33 

2.58 

6.88 


4.62 

4.24 

3.24 

12.39 

Commercial Banks 

5.29 

4.41 

3.54 

9.21 

All Forma! Institutions 

4.17 

2.82 

m 

6.55 


Details of transaction costs of borrowing from formal credit institutions are shown in 
Table 8.2. Total transaction costs per loan range from Rs.132.44 in case of cooperative societies 
to Rs.674.17 in case of commercial banks. However, as per cent of loan amoimt transaction cost 
arc lower (1.63 per cent) in case of commercial banks as compared to cooperative societies (2.78 
per cent). Transaction costs were found to be highest in case of regional rural banks (3.12 per 
cent). 

The opportunity cost of loss of working days accounts for 43.26 per cent of total 
transaction cost of formal sector loans, while travel costs account for anodier 12.58 per cent of 
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transaction costs. Over one-third of transaction cost is incuired on giving bribes to official or 
their entertainment. This proportion is significantly much higher (around 60 per cent) in case of 
loans from banking institutions as compared to loans from cooperative institutions. The legal 
charges like fees for checking land records stamp duties, etc. are hardly 5 per cent of transaction 
costs of borrowing from the formal sector. 


Table 8.2 : Transaction Costs of Borrowing from Formal Sources Per Loan (in Rs.) 


Type of Cost 

Co-opera- 

tive 

Societies 

Co- 

operative 

Bank/LDB 

Regional 

Rural 

Bank 

Commercial 

Bank 

Total 

Land Record Verification Fee 

4.97 

9.58 

9.52 

12.71 

6.55 

Inventory Verification Fee 

0.39 

3.75 

2.38 

4.17 

1.24 

Stamp Duty 

0.97 

1.04 

0.48 

12.92 

2.09 

Travelling and Food Expenses 

25.03 

33.54 

29.52 

58.33 

29.44 

Cost of entertainment of officials etc. 

10.25 

25.00 

30.95 

96.25 

21.71 

Bribes, etc. Paid 

8.83 

25.00 

230.95 

350.00 

62.01 

Time cost of loss of Workdays 

82.00 

105.63 

128.81 

139.79 

93.80 

Total Transaction Cost 

132.44 

203.54 

432.61 

674.17 

216.83 

Transaction Cost as % of 
Loan Amount 

2.78 

2.77 

3.12 

1.63 

2.33 


Table 8.3 shows transaction costs of borrowing from the formal sector by size of loan 
amount. Absolute transaction costs increase with the size of loan amount going up from 
Rs.96.69 for loan amount upto Rs.lOOO to Rs.l415 for loan amoimt above Rs.50,000. However, 
transaction costs as per cent of loan amount decrease sharply with the increase in the size of loan 
amount. Thus, for loans upto Rs.l000 transaction costs are as high as 12.99 per cent of loan 
amount but go down to 0.96 per cent of loan amount for loans exceeding Rs.l lakh. The hi^ 
transaction costs of borrowing for the small borrower tend to discourage them from borrowing 
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from the formal sector throwing tiiem into the hands of the local moneylenders even though he 


charges very high interest rates. 


Table 8.3 : Transaction Cost of Borrowing From Formal Sources Per Borrower by Size nt 
Loan Amount (in Rs.) 


Loan Amount 
(Rs.) 

No. of 
Borrowers 

Average 
Amount of 
Borrowing 

Average 

Transaction 

Cost 

Transaction 
Cost as % of 
Loan 
Amount 


55 


96.69 

12.99 

1000- 3000 

61 

1766.56 

113.69 

6.44 

3000- 5000 

15 

3968.27 

142.33 

wmmm 

5000- 7500 

18 

6313.89 

302.06 

4.78 

7500-10000 

18 

9235.28 

365.28 

3.96 

10000-15000 

22 

12427.27 


2.48 

15000-25000 

12 

18375.00 

675.42 

3.68 

25000-50000 

5 




50000-100000 

6 

79666.67 

1415.00 

1.78 

100000+ 

1 

130000.00 

1250.00 

0.96 

Total 

mi 

8143.51 

253.47 

3.11 


VIII.3 PERCEPTIONS ABOUT COMMERCIAL BANKS 

Since the nationalization of banks in 1969 the network of commercial bank branches has 
rapidly spread over rural and semi-urban areas. However, as we have seen earlier, the 
commercial banks are primarily catering to the needs of the better off sections of the rural society 
and the access of the rural poor to bank facilities has remained limited, hi our sample three- 
fourths of the respondents expressed Iheir willingness to borrow from the commercial banks but 
only around one-third reported having taken a bank loan in the past (Table 8.4). Only 21 
respondents, i.e. 4.1 per cent of the sample reported that they depended upon the services of a 
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middieman to obtain a bank loan. About 5 per cent respondents said that their application of 
bank loan was rejected. The grounds given for rejection included non-rcpa 3 Tncnt of past dues or 
failure to pay bribe to bank officials. 


Over half of the respondents were willing to pay higher interest on bank loans, k-lajority 
preferred to pay 8 to 12 per cent rate of interest on bank loans. However, nearly 31 per cent were 
willing to pay over 12 per cent rates of interest (Table 8.4). An overwhelming majority desired 
that banks should also give consumption loans. 


Table 8.4: Transactions with and Views About Commercial Banks 



No. of 

Per cent of Total 

Item 

Respondents 

Respondents 


380 

74.51 


185 

36.27 

Respondents whose application for bank loans were rejected 

27 

5.29 

Reason for Rejection: 



(a) Outstanding Loans 

14 

2.75 

(b) Inability to pay bribe 

13 

2.55 

Respondents willing to boirow from banks at hi^er rate of interest 

286 

wmmmm 

Preferred Rate of Interest 



(a) Below 8 per cent 

55 

10.78 

(b) 8-12 per cent 

299 

58.63 

(c) Above 12 per cent I 

156 

30.59 

Would like banks to give consumption loans 

358 

70.20 

Respondents who have defaulted on pa>'ment of bank loans 

30 

5.88 

Reasons of Default 



(a) Failure of crop 

5 

0.98 

(b) Asset damaged 

5 

0.98 

(c) Not aware about date of payment 

11 

2.16 

(d) Diverted to Consumption 

9 

1.76 


About one-sixtih of the respondents who had borrowed fiom the banks admitted that &ey 
had defaulted on payment. The main reasons of default mentioned by respondents included 
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utidwarcnsss about details of repaytnent, diversion of funds to consuinption purposes and crop 
failure. 

Respondents were also asked to point out the problems in borrowing from commercial 
batiks and rank them according to importance. The responses obtained have been presented in 
Table 8.5. The major complaint of villagers was complicated procedure and paper work 
involved. Around half of the respondents also referred to the location of bank branches at an 
inconvenient distance and delays in sanction of loans. Significantly nearly two-third villagers 
complained of corruption and bribery prevalent in bank offices for securing loans, while over 
two-fifths found the attitude of bank officials unhelpful. Such perception is a sad commentary on 
the functioning of the public sector banks in rural areas. The mal-practices associated with the 
working of subsidy oriented government schemes like IRDP seem to be responsible for creating 
such a bad impression in peoples mind. The harsh method of loan recovery sometimes followed 
by banks has also instilled a fear of fuhire harassment in the mind of a high proportion of 
villagers. 


Table 8.5 : Per Cent Distribution of Respondents According to Problems in Borrowing 
From Commercial Banks 


Type of Problem 

Respondents 
Mentioning 
the Problem 

Rank Assigned 

First 

Secoed 

Third 

Complicated procedure and paper work 

69.4 

17.3 


13.5 

Corruption and bribery 

65.1 



8.4 

Delay in sanctioning loans 

50.6 

6.5 

7.5 

13.9 

Located at a distance 

47.5 i 

21.8 

7.3 

7.8| 

Fear of future harassment 

44.9 

5.3 

4.1 

8.8 

Unhelpful attimde of bank officials 

41.6 

8.0 

14.3 ^ 

12.0J 

Rate of interest too high 

30.6 

2.0 

3.3 1 

5.3 

Insistence on collateral security 

25.7 

2.4 

: 2.5 ' 


High cost incurred in securing loan 

20.8 

1.6 

3.1 

WKBi 
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Aroimd one-third of villagers find the rate of interest charged by banks as too high. Other 
problems, which disstiade villagers from seeking bank loans, include insistence on collateral 
security and high transaction costs in securing bank loans. 

Given the prevailing perceptions about the working of the banks it is not surprising to 
find that the foremost suggestion given by the respondents is that corruption and bribery should 
be checked (Table 8.6). Lower interest rate comes at the second most important suggestion 
offered by the respondents. They also want that the procedures should be simplified and delays 
in sanctioning loans should be reduced. Respondents also felt that the attitude of bank officials 
should be more helpful and harassment of loanees should be avoided. 


Table 8.6 : Suggestions of Respondents for Improving the Working of Banks 


Suggestion 

No. of Respondents 
Agreeing to the Suggestion 

Per cent of Total 
Respondents 

Corruption and bribery should be stopped 

89 


Interest rate should be lower 

83 

16.27 

Delays in sanctioning loans should be reduced 

74 

14.50 

Procedures should be simplified 

71 

13.92 


55 


1 Attitude of baulk officials should be helpful 

45 

IB. 1 


VIIL4 PERCEPTIONS ABOUT COOPERATIVE SOCIETIES 

Nearly 60 per cent of our respondents were members of cooperative societies and over 90 
per cent of members had taken loans from the cooperative societies. However, a good majority 
felt that obtaining loans from cooperatives is a difficult and cumbersome process (Table 8.7). A 
fairly hi^ number expressed the view that illegal payment has to be made to office bearers in 
order to obtain loans from cooperatives and felt that casteism and favourism is prevalent in 








giving loans. About one-third respondents were of the view that cooperatives have mainly 
bencfitted the large fanners and suggested the need for separate cooperative societies for small 
fanners. Separate societies for scheduled castes were favoured by one-fourth of the residents. 
Opening up of membership of cooperative societies was also suggested by one-tenth of ttie 
respondents. Around one-sixth of the respondents felt that &e interest rates charged by 
cooperatives are hi^ and should be reduced. In short, in the perception of the villagers the 
working of cooperatives is vitiated by corruption and favouritism and they are not meeting the 
credit needs of the weaker sections and adequately as they are dominated by large farmers. 


Table 8.7 : Perceptions About Cooperative Societies 


Item 

No. of 
Respondents 

Per cent of Total 
Respondents 

Member of Cooperative Society 

299 

58.62 

Have borrowed jfrom Cooperative Society 

276 

54.11 

Obtaining loan fi'om societies is difficult 

224 

43.92 

Illegal payments have to be made to take loan 

144 

28.24 

Casteism and favouritism is prevalent in giving loans 

137 

26.86 

Cooperatives have benefited mainly the large farmers 


33.33 

Separate societies for small farmers needed 

154 

30.20 

Separate societies for scheduled castes needed 

127 

24.90 

Membership should be opened for landless labourers 

52 

10.20 

Interest rate should be reduced 

74 

14.51 


Vin.5 ROLE OF NON-BANKING FINANCIAL COMPANIES 

Of late non-banking financial companies have mushroomed all over the country. They are 
gradually penetrating the nnal areas to mobilize rural savings. The track record of many of these 
companies has been dubious. Many of them were in the nature of fly-by-night operators and 
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have simply vanished from the scene afrer cheating their clients. Many others followed unsound 
investment policies and went bankrupt. 

In Uttar Pradesh also many of such companies have emerged on the scene. Some of these 
companies which were operating in the area of our study included Crystal Corporation in Almora 
district, Rapti Finance in Azamgarh and JVG Group in Lakhimpur. However, only 5 
respondents (i.e. 1 per cent of our sample) reported that they had recurring deposits with NBFC 
on which they were promised 14 per cent annual interest. The monthly instalment was being 
collected from depositors by an agent of the NBFC. Tliree of tliese depositors were from 
Azamgarh district and one each from Almora and Lakhimpur district. No such case was reported 
in Lalitpur and Muzaffamagar districts. One out of the five depositors mentioned that he was 
cheated by the financial company, hi short, the presence of the NBFC in rural credit market is 
still negligible in UP except in some localized pockets. As a result no detailed examination of 
the role of NBFC could be undertaken in the present study. 


VIIL6 CONCLUSION 

To sum up, on an average a loan from the formal sector financial institutions involves a 
transaction cost of Rs.217, which comes to 2.33 per cent of the loan amount. Transaction costs 
as per cent of loan amount were found to be 1.63 per cent in case of commercial banks, 2.78 per 
cent in case of cooperative societies and 3.12 per cent in case of regional rural banks. 
Opportunity cost of loss of working day was found to be major component of transaction costs of 
borrowing followed by illegal payments. Transaction costs as per cent of loan amount for small 
borrowers were found to be much higher as compared to the large borrowers. 



1S4 


The major problems faced in taking bank loans listed by the respondents included 
complicated procedure and paper work, inconvenient location of bank branches, prevalence of 
corruption and bribery and unhelpful attitude of bank officials. The unfavourable impression 
prevailing about the functioning of the commercial banks along with the high transaction costs 
involved disuades the rural poor from approaching them for loans. 

The picture tiiat emerges about the cooperative societies from our field study is equally 
unfavourable and depressing. The perception of villagers in general is that fire cooperatives are 
dominated by large farmers and their working is vitiated by corruption and casteism. For these 
reasons, separate cooperatives for small fanners and scheduled castes were suggested by many. 

Finally, the study revealed that the presence of the non-banking financial companies in 
the rural areas of UP is still negligible except in some localized pockets. 
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CHAPTER IX 

TRANSACTION COSTS AND PERCEPTION OF 
BORROWERS ABOUT INFORMAL SECTOR 
MONEYLENDERS 


IX.l INTRODUCTION 

In this chapter we have discussed the transaction costs of borrowing from the informal 
sector and the perception of borrowers about the moneylenders. We first discuss the most 
frequently approached sources for informal credit and the extent of dependence on the 
moneylenders. Mode and terms of informal loans are then discussed. This is followed by a 
discussion of the transaction costs incurred in borrowing from the informal sector. Reasons for 
preference for informal loans are also examined. Finally, the perceptions of the borrowers about 
the moneylenders are discussed along with the issues of perceived exploitation and domination. 


LX.2 DEPENDENCE ON MONEYLENDERS 
AND FREQUENCY OF BORROWING 

Around 55 per cent of our respondents usually approach informal sector credit agencies 
to meet their credit requirement (Table 9.1). In two-thirds of these cases loan is obtained for 
consumption purpose, while in one-fourth case it is obtained for production purpose and in 
r emaining onc-tcnth cascs both consumption and production loans arc taken from the informal 
credit market. Thus, around one-fiftti of our respondents d^iend upon the informal credit market 
even for productive loans. 
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Table 9.1 : Distribution of Informal Sector Borrowers by Usually Preferred Sources 


(Nos.) 


Source of Credit 

Production 

Loan 

Consumption 

Loan 

Both Loan 

m 

Friends and Relatives 





Landlords 





Agriculture Moneylenders 




■mirtemej 

Traders/Arthia 

■fcftSibM 

11( 6.55) 



Professional Moneylenders 

■BiEBni 

15( 8.93) 



Total 

49(100.00) 

168(100.00) 

22(100.00) 

239(100.00) 


As Table 9.1 shows agricultural moneylender is the most frequently approached source of 
credit both for consumption and production purposes. Friends and relatives are the next most 
preferred source of credit, mostly for consumption purposes. Traders and professional 
moneylenders are approached by around one-fifth of the borrowers in the informal credit market 
both for production and consumption loans. 

Out of the total 510 respondents 126 (24.71 per cent) reported they were taking loans 
from the moneylenders on a regular basis and another 113 (22.16 per cent) said they were taking 
loans from moneylenders in frequently (Table 9.2). 

Around three-fourths of the borrowers depending upon the informal credit reported that 
they usually borrowed from the same individual indicating a close and stable lender-client 
relationship. In fact, two-thirds of these borrowers were taking loans from the same 
moneylenders for last 5 years (Table 9.2). 
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Table 9.2 : Frequency of Dependence on Moneylenders 


(Nos.) 


Item 

Number of 
Respondents 

Per Cent to Informal 
Sector Borrowers 

Resnondents taking loans from moneylenders 
(i) Regularly 

126 

52.71 

(ii) Infrequently 

113 

47.29 

TOTAL 

239 

100.00 

Resnondents taking loans from: 

(i) Some person 

183 

76.57 

(ii) Two persons 

44 

18.41 

1 

(iii) More than two persons 

12 

i 5.02 

TOTAL 

239 

100.00 

Taking loans from the same oerson 
(i) For last 5 years 

154 

58.57 

(ii) For last 10 years 

78 

32.64 

(iii) For more than 10 years 

7 

2.93 

TOTAL 

239 

100.00 


IX.3 MODE AND TERMS OF LOAN 

The mode of obtaining loans from rural moneylenders is simple and quick. Generally the 
transaction is settled in half an hour. Over half of the borrowers reported having obtained loans 
on oral agreement, while in aroimd two-fifth cases signature or thumb impression on a paper was 
taken (Table 9.3). Only in 6.5 per cent cases a legal agreement was entered into between the 
lender and the borrower. Presumably these are cases in which loan amount involved is 
somewhat large and assets are to be mortgaged. 

In majority of cases (around 80 per cent) loans were obtained upon personal security as 
the borrower is directly known to the moneylender. In some cases where the borrower is not 
directly known third party security is needed. A very small number reported taking loans on the 
basis of some collateral like jewellery, etc. (Table 9.3). 
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Table 9.3 : Mode and Terms of Informal Loans 


Item 

Number of 
Respondents 

Per Cent to Total 
Borrowing 
Respondents 


136 

56.90 

(ii) Written Agreement 

89 

37.24 

(iii) Legal Agreement 

14 

6.52 

TOTAL 

239 

100.00 

Nature of Security 
(i) Personal Security 

187 

78.24 

(ii) Third Party Security 

35 

14.60 

(iii) Jewellery, etc. 

17 

7.11 

TOTAL 

239 

100.00 

Freauenev of Payment 
(i) Monthly 

38 

15.90 

(ii) Six monthly 

128 

53.56 

(iii) Annual 

50 

20.92 

(iv) More than a year 

23 

9.62 

TOTAL 

239 

100.00 


The system of repayment of loan is also simple and convenient. While some borrowers 
reported repayment of loan in monthly instalments, majority preferred to pay on a six monthly 
basis. In around one-third cases repayment was made after one year or more (Table 9.3). 


IX.4 LOANS IN KIND 

With the spread of monetization in the rural economy the practice of taking loans in kind 
is gradually disappearing. Only 29 or 5.6 per cent of our respondents said they had taken loans 
in kind. Out of these 29 persons only 12 were resorting to loans in kind frequently, while 17 had 
taken loans m kind only sometimes. On an average about 1 quintal of foodgrains was taken by 





borrowers in kind valued at 500 to 600 rupees per quintal. Out of the total 29 borrowers in kind 
20 reported they had borrowed foodgrains for own consumption whereas 9 reported borrowing 
for seed purposes along with own consumption. Generally borrowers in kind are required to 
repay one and a half times of borrowed foo(%rains. 12 persons who had borrowed in kind 
reported they had worked on the fields of the moneylender in Ueu of the loan taken in kind. 
Thus, it appears that it is mainly landless labourers in distress conditions who are taking loans in 
kind, but their numbers has significantly declined. 


Table 9.4 : Details of Loans in Kind 


Item 

Number 


Borrowers Taking Loans in kind 



(i) Never 

210 

87.87 

(ii) Sometimes 

17 

7.11 

(iii) Frequently 

12 

5.02 

TOTAL 

239 

100.00 

Average amount of foodgrains borrowed per 



household 

1.10 Otis. 


Value of Loans in kind per borrower 

Rs.582 1 

Purnose of Loans in Kind: ! 



(i) Seed Requirement 

9 

31.03 

(ii) Own Consumption 

20 

68.97 

TOTAL 

29 


Terms of Loan 



(i) Return in kind 

17 

58.62 

(ii) Payment through wage labour 

12 

41.38 

TOTAL 

29 

100.00 


IX.5 TRANSACTION COSTS OF BORROWING 

The major advantage of informal credit is its easy accessibility. Out of the 239 
respondents who reported borrowing from the moneylenders, 134 (56.07 per cent) reported that 
they do not have to travel outside the village to obtain loan as the moneylender resides in the 
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village itself. Out of the remaining 105 borrowers who had to travel outside the village distance 
involved was less than 3 kms. in case of 77 borrowers and between 3 to 5 kms. in case of 21 
borrowers (Table 9.5). Only in rare cases travel of more than 5 kms. was involved. For majority 
of them only <me visit had to be made to moneylender to obtain loan. However, in about one- 
fourth cases 2 or 3 visits had to be undertaken. 


Table 9.5 ; Distribution of Respondents According to Distance Travelled to Borrow from 
Moneylenders 


Distance Travelled 
(in kms.) 

Number of 
Respondents 

Per Cent of 
Borrowers 

Less than 1 km. 

134 

56.07 

1 to 3 kms. 

77 

32.22 

3 to 5 kms. 

21 

8.79 

Above 5 kms. 

7 

2.93 

Total 

239 

100.00 


Total transaction cost of borrowing from the informal sector came to only Rs. 12.05 per 
borrower against the transaction cost of Rs.253.47 for borrowing from the formal sector. The 
transaction costs came to 0.45 per cent and 3.11 per cent of informal sector loans and formal 
sector loans respectively. 

The main components of transaction costs of borrowing from the informal sector were 
cost of travelling (Rs.3.56), opportunity cost of loss of work time (Rs.5.02) and cost of stamp 
duty, etc. (Rs.3.48), which came to 29.54 per cent, 41.66 per cent and 28.80 per cent of total 
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transaction costs of borrowing respectively. No systematic relationship between loan amount 
and transaction costs as per cent of loan amount were observed in case of the informal sector 
loans (Table 9.6). However, absolute transaction cost increased with the size of loan as some 
fomialities were required in case of large size loans as a precautionary motive. 


Table 9.6 : Transaction Cost of Borrowing From Informal Sources Per Borrower by Size of 
Loan Amount 


Loan Amount (in Rs.) 

No. of 
Borrowers 

Average 
amount of 
Loan (Rs.) 

Average Amount 
of Transaction 
Cost (Rs.) 

Transaction 
Cost as % of 
Loan Amount 

Upto 1000 

72 

742 

5.28 

0.71 

1000 to 3000 


1997 

7.88 

0.39 

3000 to 5000 

23 

4461 

8.26 

0.19 

5000 to 7500 

7 

4239 

26.43 

0.62 

7500 to 10000 

9 

9348 

31.11 

0.33 

10000 to 15000 

2 



0.70 

15000 to 25000 

5 

20200 

85.00 

0.42 

AH Borrowers 

239 

2662 

12.05 



IX.6 REASONS FOR REFERENCE OF LOANS 
FROM THE MONEYLENDERS 

The respondents were also asked to give their reasons for preferring borrowing from the 
moneylenders. The overwhelming reasons for taking loans from the moneylenders are that it is 
locally available, easy to obtain and does not require collateral in most of the cases (Table 9.7). 
A fairly good number also approach the local moneylender as friey have personal social or 
economic relations with him. In some cases the borrowers go to the moneylenders due to the fact 
that the institutional loan was either not accessible or was insufficient In a few cases a client- 
patron relationship was mentioned as the reason for depending on the moneylender for credit 


needs. 
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Table 9.7 : Reasons for Preference of Loans From the Moneylender 


Reason 

1 

Number of 
Borrowers 
Agreeing 


Loan is locally available 

229 

95.82 

Loan is easy to obtain 

219 

91.63 

No security is required 

194 

81.17 

Personal contact with the moneylender 

113 

47.28 

Institutional loan is not sufficient 

39 

16.32 

Lack of institutional facilities in the area 

34 


Institutional loan was rejected 

27 

11.30 

Influence/pressure of moneylender 


6.69 

Businessfrade links with the moneylender 

14 

5.86 

Employer-employee relationship 

9 

3.77 


IX.7 PERCEPTION ABOUT MONEYLENDERS 

Some probing questions were asked from respondents about their exploitation by 
moneylenders and their perception about him. Significantly, complaints about cheating through 
over recording of loan amount or under recording of loan payment were found to be rare. Only 3 
out of 239 borrowers reported such cases of cheating. However, where the patron-client 
relationship existed some cases of exploitation were observed. Thus, 6 borrowers who sold their 
produce to the moneylender/trader reported under valuation of their produce. Similarly, 12 
borrowers reported receiving lower wages by the moneylender-employer, while 3 borrowers 
complained of forced labour without payment (Table 9.8). 

The rural moneylender being in a socially and economically dominant position resorts to 
coercive methods for realiiung his loans when he finds the borrowers in a recalcitrant mood. 
Most often abuse and threats are sufficient to realize the loans, but in some cases actual physical 
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assault and forcible Ufting of household assets is also resorted to. In our sample of 239 indebted 
households, 14.64 per cent borrowers reported cases of abuse and threats, 4.60 per cent reported 
physical assault on them and 2.92 per cent reported forcible lifting of household assets. 


Table 9.8 : Borrowers Reporting Cases of Cheating or Coercion by Moneylenders 


Type of Cheating/Coercion 

Number of 
Borrowers 
Reporting 
such cases 

Per Cent to Total 
Borrowers 
(N = 239) 

Over recording of loan amount 

2 

0.84 

Underreporting of loan repayment 

1 

0.42 

Under valuation of assets 

1 

0.42 

Lower Value of produce 

6 

2.51 

Lower Wages paid 

12 

5.02 

Forced unpaid labour 

3 

1.26 

Abuse and threats 

35 

14.64 

Physical assault 

11 

4.60 

Forcible Ming of assets 

7 

2.92 

Forced to vote in elections 

115 

48.12 


Another form of dominance exercised by the moneylender is to force the borrowers to 
vote in panchayat or general elections according to the dictates of the moneylender. Nearly, half 
of the indebted households reported being subject to this kind of pressure. This type of coercion 
was more fi-equently exercised in case of village and caste panchayat elections as compared to 
elections for party positions or assembly seats. 

The borrowers’ perception about moneylender and exploitation by him are shown in 
Table 9.9. Over four-fifths of the borrowers feel that the moneylender acts as a fiiend at the time 
of need even though he charges a high interest rate. Around three-fourths of the borrowers also 
feel that their relationship with the moneylender is a normal commercial relationship. Only one- 








tenth of borrowers feel that fliey are cheated by the moneylender, though nearly two-fifths think 
that the moneylender exploits the people due to his high social status. The feeling about 
exploitation is not confined to people of lower castes but extends to poor people of all castes. 
Though feehng of exploitation by monesylenders is fairly widespread, less than one-third of the 
borrowers perceive the moneylender as a bad or evil person. 


Table 9.9 : Borrowers Perception about Moneylenders 


Perception about Different Aspects 

Borrowers 

Sharing 

the 

Perception 

Per Cent to 
Borrowing 
Households 
(N = 239) 

Moneylender acts as a friend at the time of need 

197 

82.46 


199 

83.26 

Relationship with moneylender is normal commercial relationship 

154 

64.44 

Moneylender exploits poor people of all castes 

108 

45.19 

Moneylender exploits people of lower castes 

75 

31.38 

Moneylender exploits due to his high social status 

96 

40.17 

Moneylender cheats the borrowers 

25 

10.46 

Moneylender is a bad man 

67 

28.03 


IX.8 CONCLUSION 

Our findings reveal some interesting facets of the relationship of the borrowere with the 
rural moneylenders and their perceptions about his role. A hi^ proportion of rural households 
have to depend upon the local moneylender to meet their credit demand particularly for his 
consumption requirements. Agricultural moneylender is the most fi-equently approached source 
for credit. More often than not the relationship between the borrower is close and stable 
overtime. Majority of the borrowers usually borrow from the same moneylender on a regular 
basis. Most of the credit transactions are in cash though in a few cases loans in kind are also 
taken mostly by die landless labourers in economic distress. 
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The major advantage of informal credit is its easy accessibility. It is locally available, 
easy to obtain and generally does not require collateral. The transaction costs of borrowing from 
the informal sources are low being less than half per cent of loan amount. In some cases the 
institutional borrowers also approach the informal credit market due to inadequacy of 
institutional loan. 

The transactions in the informal credit market are generally assuming the form of a 
normal commercial relation though based on personal contacts. However, in cases where a 
patron-client relationship exists between the lender and the borrower as in the case of 
agriculturist moneylender and farm labour some degree of exploitation was observed reflected in 
low payment of wages or produce and forced labour. 

Due to his dominant position the rural moneylender is able to exercise coercive means to 
realize his loans from recalcitrant borrowers, though such cases were found to be small in 
number. Another form of dominance observed was the pressure exercised on the borrowers to 
vote in village panchayat and party or general elections. 

The majority of rural boirowers regarded their relationship with the moneylender as 
normal commercial relationship. However, the feeling diat the moneylender exploits the poor 
people due to his high social status is fairly widespread, though cases of cheating were reported 
to be few. The general perception of the borrower tends to be favourable to the moneylender 
who is perceived as a friend at the time of need, even when he charges an exorbitant rate of 


interest 
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CHAPTER X 

INTERLINKED CREDIT TRANSACTIONS 


X.l INTRODUCTION 

Inter-linkage of rural credit transactions with other agrarian markets (e.g. land, labour and 
commodity markets) has received much attention in the literature on rural credit. Inter-locking 
of agrarian markets occurs in a situation where the borrowers and creditors face each other in 
more than one agrarian market. The examples of such situations are when the moneylender is 
also a lessor, employer or buyer of produce of the borrower. Several studies have pointed out to 
the existence of such interlocking of agrarian markets in India and other developing countries 
(Bardhan and Rudra, 1978; Bell and Srinivasan, 1989; Bliss and Stem, 1982; Floro and 
Yotopolous, 1991; Jones, 1980; Sarap, 1991). 

It has been argued by many that in the absence of competitive conditions in the interlinked 
agrarian markets the dominant party is in a position to exploit the weaker party by putting 
unfavourable conditions of transactions in one or more markets (Bhaduri, 1973 and 1983; 
Bharadwaj, 1974; Sen, 1981; Srivastava, 1989). Other's have argued that interlinked credit 
transactions are not always exploitative (Bardhan and Rudra, 1978 and 1985; Basu, 1984; Ghose 
and Saith, 1976; Newbery, 1975; Pant, 1980; Rao and Subrahmaniyam, 1983; Sarap, 1991; 
Srinivasan, 1979). 

Interlinked credit contracts are seen by some scholars as a means to alleviate the 
problems of screening, incentive and enforcement often faced by the lenders (Hoff and Stiglitz, 
1990). Thus, lenders who arc also landlords and traders may interlink the tcims of transactions 



in the credit market with those of transactions in the product or rental markets (Braverman and 
Stiglitz, 1982 and 1986; Beil and Srinivasan; Basu, 1983; Braverman and Guasch, 1984). 
Similarly, credit-labour market interlinkages are one way to avoid the possibility of default by 
the borrowers (Basu, 1983; Bardhan, 1984). It has also been pointed out that mter-linked 
transactions tend to reduce transaction costs (Bell, 1988). 

In the present chapter we have analyzed the different aspects of inter-linkages in the 
credit market on the basis of the field survey of borrowers and moneylenders. 

X.2 EXTENT OF LINKED TRANSACTIONS 


Over two-fifths of the loans from the informal sector were in the nature of linked 
transactions. Landless labourers accounted for nearly half of these linked transactions. The 
incidence of linked transactions was found to be highest among the landless labour households 
followed by marginal fanners and artisans and self-employed ^oups (Table 10.1). Thus, poorer 
sections of the rural society are forced by the circumstances to enter into linked transactions 
while borrowing from the informal sector. 


Table 10.1: Linked Credit Transactions bv Type of Household 


Type of Households 

No. of 
Linked 
Borrowers 

Per Cent to 
Total Sample 
Households in 
the Category 

Per cent to 
Total 
Linked 
Borrowers 

Per cent to 
Indebted 
Borrowers in 
the Category 

h/Iarginal Fanners 

32 

21.62 

31.37 

41.56 

Small Fanners 

3 

4.00 

3.92 

23.08 

Landless Labourers 

47 

50.00 

46.08 

53.41 

Artisans and Self-employed 

20 

18.52 

19.61 

35.71 

Total 


20.00 

100.00 

42.68 


Source : Field Surv^^ 










Tlie dominant form of linkage In our sample was foimd in the case of labour market. 
Interlocked credit and labour market accounted for erver three-fourths of the linked transactions 
(Table 10.2). Very few cases of linkage with land market or input-output market were reported 
in our field survey. 


Table 10.2: Distribution of Linked Borrowers by Type of Linkage 


— , 

i 

Type of Linkage 

j 

No. of Linked 1 

Borrowers ! 

! 

1 

As Per Cent of Total 
Linked Borrowers 

Tenant 

7 i 

6.86 

Permanent Farm Labour 

1 : 

0.98 

Casual Farm Labour 

84 I 

82.35 

Input-Supply 

3 ! 

2.94 

Output Sale 

7 ! 

6.86 

Total 

102 1 

i 

100.00 


Source : Field Survey 


X.3 INTERLINKL4GE WITH THE LABOUR MARKET 

As observ'ed earlier interlinkage of credit and labour market is the dominant form of 
interlinked credit market in the study area. Out of the total 90 moneylenders interviewed as 
many as 38 (42.2 per cent) mentioned giving tied loans. The practice of providing unsecured 
loans on the promise of work as farm labour at a later date is used as a device by the agriculturist 
moneylender to ensure labour supply during peak seasons, when labour market is tight and 
agricultural wages higher. .Around three-fourths of the moneylenders giving tied loans e.xpressed 
the view that tying of credit with labour ensures labour supply at the required time and also helps 
in .saving of labour cost through payment of wages below labour cost. They also felt that it was 
easier to take work from an indebted labour as compared to a free labour. However, only one- 
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third of such moneylenders said that tying of labour with credit helps in ensuring repayment of 
loan. Obviously, the moneylenders feel that they will be in a position to ensure loan repaj'ment 
even without labour tying. Thus, unlike the general perception labour tying is not so much a 
screening de^nce to avoid the problem of default as a device to ensure labour supply for smooth 
conduct of agricultural operations during the peak season. 

Details of linked loans given by the moneylenders to pennanent and casual farm 
labourers are showm in Table 10.3. The average amount of loan to permanent farm labourers was 
found to be higher. The period of such loan was also somewhat longer. In most of the cases the 
interest charged was in the range of 30 to 60 per cent corresponding to the monthly interest of 3 
or 4 per cent. Wages paid to the indebted labourers were reported to be lower by around 15 per 
cent as compared to the market wages for attached or casual labour. On an average an indebted 


Table 10.3 ; Details of Linked Loans Given bv Moneylenders to Permanent and Casual 
Farm Labour 


1 

i 

Permanent 

Casual Farm | 

Item 1 

Farm Labour i 

Labour 1 

No. of Persons to wfiom loan is given | 

16 ! 

66 ! 

Average amount of Loan (Rs.) i 


1523 1 

No. of Loans bv Period: i 


1 

(a) Upto 6 months 1 

5 1 

31 1 

(b) 6 to 12 months 1 

^ i 

30 

(c) Above 12 months i 

3 

6 

No. of Loans bv Interest Rate ! 



(a) Upto 30 per cent j 

1 

12 

(b) 30 to 60 per cent | 

11 

46 

(c) Above 60 per cent 

4 ! 

8 

Average wages paid (Rs.) 

o 

ON 

1 ^ 28® 

Average Market Wage (Rs.) 

11250“ 


Saving on Wages per Farm Worker (Rs.) 


310‘ 

Saving of wages as per cent of loan amount 

59.5 

^.4 


Notes : a. Afflfftal; Annual' 

b. Daily; ' 

c. Average labour daj's worked on monc>'lcnders farm is estimated at 62. 
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casual labour and his family members put in 62 days of labour on the farm of the moneylender 
receiving wages below the market wage. Saving on wage cost amounted to nearly 60 per cent of 
the loan amount in case of permanent farm labour and about 20 per cent of loan amount in case 
of casual farm labour. 

The analysis of sample households reporting labour linked loans reveals more or less a 
similar picture (Table 10.4). On an average such linked borrowers provided 87 days labour on 
the farms of the moneylenders and received wages lower than the prevailing market wages. 
Saving on wage costs by the moneylender amounted to nearly one-fourth of the average loan 
amount. 

Our analysis reveals that by linking the credit supply with labour supply the rural 
moneylender is able to extract a much larger surplus from the borrowers as compared to non- 
linked transactions. 


Table 10.4 : Details of Labour Linked Loans Taken by Sample Borrowers from Rural 
Moneylenders 


No. of Labour linked Loans 1 

83 

Average amount of Loan (Rs. ) I 


No. of loans by period: j 


(a) Upto 6 montihs i 

42 

6 to 12 months 1 

42 

(c) above 12 months i 

1 

No. of loans by rate: i 


(d) Upto 6 months j 

8 

(e) 6 to 12 months 


(f) above 12 months 


Average No. of labour days provided 

87 

Average daily wage received (Rs.) 


Average daily market wage (Rs.) 

33 

Saving of wage costs (Rs.) 

435 

Saving of wage costs as per cent of loan amount 

23.06 








171 


X.4 INTERLINKAGE WITH LAND MARKET 

Interlocking of credit and land market was also prevalent in the study ^dllages, thougli its 
incidence is low. Out of the 90 moneylenders surv'eyed only 17 (18.89 per cent) reported leasing 
out of land to their clients. Two-thirds of these moneylenders mentioned that they prefeired to 
give land on lease to avoid the botheration of self-cultivation and dealing with the labour, while 
around one-third afFmned that this helps in ensuring repayment of loan. 

Details of land linked credit transactions are given in Table 10.5. Most of the lessees 
were landless labourers and a few marginal farmers, who were in need of consumption loans. 
The amount of land per lessee was quite small usually less than one acre. Apart from 
consumption loan given in kind, the moneylender provided a part of fertilizer and seed 
requirement and some cash amount. Term of lease agreement included repayment in cash of a 
fixed amount in one-third cases and share in produce m remaining two-third cases. The return on 
such land- linked loans came to 61.5 per cent in one crop season, which gives an annualized rates 
of return of 123.0 per cent. This, of course, includes return on land as well as capital. 


Table 10.5 : Details of Land Linked Loans Given bv Moneylenders 


Item ; 

Amount 

Land given on lease to boixowers i 

21 acres 

No. of borrowers to w^om land was given on lease I 

24 

Average amount of land given on lease I 

0.88 acres 

Average amount of loan: i 

(a) Cash loan 

(b) Value of fertilizers and seeds provided 

(c) Value of consumption loan in kind 

Total 

Rs. 271 

Rs. 263 

Rs. 579 

Rs.1113 

Lease rent received: 

(a) In Cash 

(b) Value of Produce Shared 

Total 

j Rs. 506 

i Rs.1292 

1 

; Rs.1798 

Lease rent recewed as per cent of total loan 

! 61.5 
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In some eases a rc^’ersc process of land transfer takes place when the moneylender 
acquires usufruct mortgage on land of the borrower as a security against loan. In our sample 13 
moneylenders (i.e. one-sixth of the sample) reported such usufiuct mortgage, thou^ land 
involved was rather small being 8.5 acres oitly. Usually no interest is charged on such loans, in 
lieu of which the moneylenders retain the whole earnings from cultivation. The basic purpose of 
usufruct mortgage was reported by most of the moneylenders as ensuring the repa>TOent of loan. 
However, in a few cases of default it helped them to acquire ownership of land. 

On the side of borrowers few cases of land linked loans were reported by the households 
surveyed. Thus, onh' 7 borrowers (2.93 per cent of informal sector borrowers) had taken land on 
lease from the moneylender. Average amount of land leased in per borrower in such cases was 
1.4 acres only. The terms of lease were half share of produce in case of cost sharing or a fixed 
payment of Rs. 4000 per acre for a year. Most of these loans were for a six-month duration. The 
average interest charged worked out at 52.8 per cent per annum. 

X.5 MARKET LINKAGES 

Few cases of linkage of credit with input or output market were found in our field study. 
Only 3 cases were reported where the borrower had taken seed loan, while 7 borrowers reported 
selling their produce to the moneylender. These cases constituted hardly 4 per cent of informal 
sector borrowers. In such cases the moneylender is able to extract larger smplus through under 
valuation of output and over valuation of input. Thus, it was found that while the moneylender 
charged around 10 per cent higher price for the input supplied by liim, he offered around 10 per 
cent lower amount than the market price for the output purchased by him. 
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X.6 CONCLUSION 

Around two-fifths of the loans froin the informal sector were found to be in the nature of 
linked transactions. Interlocked credit and labour market accounted for over three-fourths of the 
linked transactions. It is mainly the landless labourers, marginal farmers and self-employed 
groups without any tangible asset to offer as security, who are forced to enter into such linked 
transactions. Usually the wages paid in case of such tied loans are generally 15 per cent lower 
than the prevailing market wage. Our analysis reveals that by linking credit supply with labour 
supph’ the rural moneylender is able to ensure labour supply during the peak season and is also 
able to extract larger surplus by offering lower wages. 

Less than one-fifth of the mone\'lenders reported leasing out of land to their clients. The 
main objective of giving land on lease was to avoid the botheration of self-cultivation and 
dealing with the labour. Thus, land leasing may be regarded as an indirect way of controlling 
labour power. However, in a few cases the agriculturist moneylenders preferred to acquire 
possession of loan for cultivation tlirough usufimct mortgage of land against loans. These two 
situations reflect the differences in the land ownership and labour supply situation faced by the 
moneylenders. Hie marginal farmers or agriculmral labourers with tmy pieces of land, on the 
other side, may prefer to lease out their land against interest payment and seek employment 
opportunity elsewhere. 

Very' few cases of linkage of credit with input or output market were reported in the field 
survey. The reason of this situation may be found in the fact that few borrowers have marketable 
surplus to sell and consequently few traders-moneylenders are operating in the study villages. In 
the few cases in which such market linkages existed it was found that the moneylender is able to 



extract larger surplus through under-valuation of produce purchased and over-valuation of inputs 
supplied to the borrowers. 

In short, the inter-locking of the credit with other agrarian markets to the extent it prevails 
in the rural areas reveals a situation of unequal exchange, which enables the dominant partner 
(the agriculturist moneylender) to impose unfavourable conditions on the dependent partner (the 
borrower) to extract larger suiplus than would have been otherwise possible, 
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CHAPTER XI 

MAIN FINDINGS AND RECOMMENDATIONS 

XI.1 THE STUDY OBJECTIVES 

Informal credit market continues to play an important role as a source of rural finance in 
the country in spite of the sizeable expansion of the institutional sources of credit. At the sane 
time the nature and role of the informal rural credit market show considerable variation across 
different regions of the country depending upon die prevailing socio-economic conditions. The 
present study examines in depth the role and hmctioning of die informal rural credit markets in 
Uttar Pradesh, a backward agricultural region in northern India. 

The study focussed upon the following issues; 

1. The relative in^rtance of informal credit market in meeting productive and non- 
productive credit needs of different segments of die rural households. 

2. The reasons for the greater dependence of the poorer sections of the rural society, e.g., 
small and marginal &mers, landless labourers, rural artisans, etc., on informal sources of 
credit. 

3. The relative interest rates and transaction coste of borrowing in the foniial and informal 
credit market. 

The perception of botrowers about the working of the raral financial institutions and 
informal sector moneylenders. 


4 . 
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3. The extent of inter-locking of land, labour, product and credit tnarkets in llie rural areas. 

6. The extent of linkages, if any, between the formal and informai credit markets. 

XL2 METHODOLOGY 

The study primarily depends upon field surveys by a team of experienced researchers m 
the rural areas of Uttar Pradesh. A multi-stage random sampling design was adopted for the 
study. In the first stage one district was randomly selected firom each of the five economic 
regions of Uttar Pradesh. The selected districts included MuzafiFamagar fi-om Western regon, 
Lakhimpur-Kheri firom Central region, Mau firom Eastern region, Almota fi-om Hill Region and 
Lalitpur in Bundelkhand region. 

In die second stage one block rqjresenting average condition of the district was selected 
fi-om each district. From each selected block two villages were selected for field study - one 
developed village having a bank branch and one less developed village at least fi-ve kilometres 
away from a bank branch or cooperative society. This was done to capture the effect of 
availability of institutional finance on the working of mformal credit market. 

In the final stage 50 households were randomly selected from each village. Care was 
taken to ensure a representative sample covering culti\«ting households with different size of 
holdings as well as landless labourers, artisans and other groups. From Mau district a slightly 
larger sample was taken to cover the workers engaged in handloom sector. Thus, our totel 
sample consisted of 510 rural households spread over 10 vflli^es across different regions of die 


state. 
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Out of flie total sample of 510 households 308 (60.4 per cent) belcmged to cultivating 
households, 94 (18.4 per cent) belonged to landless labour households and r ema ining 108 (21.2 
per cent) to other categories. Among the cultivating households 148 (48.1 per cent) were 
marginal farmers, 75 (24.4 per cent) small farmers, 42 (13.6 per cent) semi-medium farmers, 32 
(10.4 per cent) medium farmers and 11 (3.6 per cent) large farmers. Thus, our sample is fairly 
representative of the agrarian structure of the state. 

A detailed household schedule was prepared to convass relevant information on socio- 
economic conditions and various aspects of indebtedness from sample households. In addition 
interviews were held with 15 to 20 moneylenders operating in the study area whether located in 
the village or in nearby towns in each district. For this purpose a separate questionnaire was 
developed. 

XL3 THE RURAL CREDIT MARKET ; THE DEMAND SIDE 

Nearly 75 per cent of our sample households have reported being indebted, average 
outstanding loans amounting to Rs.6223 per rqjorting household and Rs.4649 per sample 
households. Average outstanding debt amounted to 16.43 per cent of average household income 
and only 1.39 per cent of the average value of household assets. The incidence of indebtedness 
was found to be higher among the poorer households. 

The study revealed that institutional credit is now meeting around three-fourfli of total 
rural credit demand. However, the access to institutional oedit remains hi^y ine^tous. The 
share of institutional loans in total loans was found to be positively related to the economy status 
of the household. The richest households were able to meet their total credit requirement J&om 
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the institutional sources, while the poorest households had to depend almost ^^dioliy on the 
informal credit market. 

htformal sector accounted for a little above onc-fourfli of total outstanding debt The 
non-cultivating households depended upon the informal credit market to a greater extent as 
compared to the cultivating households. Amoi^ the cultivating households the dependaace of 
the marginal households on informal credit market was much greater as compared to other 
cultivating households. Thus, the informal credit market plays an important role in meeting the 
credit requirement of the weaker sections of the rural society. 

Among the informal sources of credit the agricultural moneylender has emerged as die 
chief player accounting for over one-third of informal sector credit followed by friends/relatives 
and traders. The role of professional moneylenders and landlords was found to be relatively 
unimportant. 

Small borrowers predominate the rural credit market specially so in die case of the 
informal sector. In case of over four-fifths of the borrowers from the infomial sources loan 
amount was less than Rs.3000. The rural credit market is also dominated by short period 
transactions in bulk of cases duration of loan being less than 6 months. 

The most quoted interest rates in the informal sector in the study area were 3 or 5 per cent 
a month, tho\^ some cases of interest rate of 10 per cent a month were also found. An inverse 
relation between rate of interest paid and the economic status of the borrower was also observed 
It is generally the economically weaker sections which are forced to borrow fitxn the informal 
credit market at very high nominal rates of interest. To some extent dtis reflects the hiigh^ 
premium as in most cases these sections had obtained loans on the basis of p^sonal security not 
backed by valuable assets. The rural moneylender, who in most cases is a large cultivator 
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residing in liie same village, is able to overcome the problem of screening faced by the 
institutional moneylender and is also able to use the instrument of unsecured credit to ensure 
supply of farm labour at the needed time in future. 

The informal credit market is primarily meeting the cuirent consumption and social 
expenditure requirement of the rural population. Around three-fourths of loans from the informal 
sector are used for non-productive piuposes. Religious and social ceremonies account for nearly 
one-third of total informal credit while consumption expenditure and construction/repair of house 
account for about one-fourth of such loans each. 

A little less than 80 per cent of the sample households ejqjressed a need of credit. The 
average credit requirement per sample household was Rs.5536 against the actual borrowing of 
Rs.3625, which suggests a significant g^ between credit demand and supply. 

On the basis of our estimate of cuirent borrowing per household the total size of rural 
credit market may be put at Rs.7250 crore, out of which Rs.5100 crore were provided by the 
formal sector and Rs.2100 crore by die informal sector. Thus, one can conclude that the tmal 
size of die credit informal ma-ket in Uttar Pradesh is fairly large even if its relative role is 
declining. 

XI.4 THE RURAL MONEYLENDERS; THE SUPPLY SIDE 

The profile of the 90 moneylenders interviewed by us reveals fiiat fiiey nM»% bekxig to 
upper castes and arc in upper middle age bracket. They arc in die rncmey lending buriness for a 
fairly long time thou^ it is not reported as their primary occi^tion. The rural rich witfi surplus 
cash M-e engaged m money lending as a secondary activity, the large fanners being the princ^al 
players in the imal informal credit market. Money lending households come from a fiorly 
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wealthy backgromid with an average value of household assets including land of Rs.8 lakh. 
Average value of jSnancial assets per household was reported at around Rs.64,000. The average 
annual household income of moneylenders was reported at Rs.81,250. Net income jfrom money 
lending per household came to Rs.21,070 amounting to 25.9 per cent of annuM household 
income. 

Generally money lending is on a modest scale average volume of money lending being 
around Rs. 54,000. A fairly high number of moneylenders felt that their business has been 
affected by the growth of banking facilities and cooperative credit. It was found that the 
moneylenders are meeting the credit needs of their clients spread over several villages. On an 
av'erage one moneylender had 34 outstMiding lotttis. Average amount of loan given per client 
was raflier small at Rs.l604, being less than Rs.lOOO in around 60 per cent cases. The duration 
of loans is also short. Nearly two-thirds of the loans outstanding were for a period upto 1 year. 

Basically the moneylenders arc using their own funds for carrying out the money lending 
business. Neariy 86 per cent of funds deployed were provided by the moneylenders themselves, 
8 per cent funds were provided by friends and relatives, 2.4 per cent funds were borrowed from 
other moneylenders and around 3 per cent funds were borrowed from institutional sources. 

Interest rate charged varied from 24 per cent to 120 per cent per year. However the most 
commonly charged interest rate was 36 per cent at which nearly three-fourtiis of the loans were 
advanced. Generally, moneylenders charge the same rates of interest from their clients. But one- 
ttiird moneylenders reported charging different rates of interest from different groiq) of bcurowers 
to take advantage of the situation where urgency of flie borrower is higfr and credit demand 
cannot be postponed as in case of medical treatment and social ceremonies. 
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The moneylenders give loans mostly to persons directly known to them on pezsonal 
security or on the basis of third party security. Only in a limited number of cases collateral 
security was insisted upon. Transaction costs are extremely low. In a majority of cases loan is 
advanced on the basis of oral agreement or written agreement on a simple piece of paper. The 
borrower is expected to repay the loan according to his convenience. 

Moneylenders sometime give loans in kind but the practice has declined considerably 
over time. The practice of repayment in cash even for loans taken in kind has become quite 
common. 

Generally the moneylenders carried out their business on their own. The average annual 
business expenses of moneylenders amounted to 2.28 per cent of tiieir total advtmces and 5.58 
per cent of their interest income. Veiy few cases of repayment default were reported by the 
moneylenders. On an average the bad debts amounted to around 2 per cent of loans advanced. 

The gross annual interest received by the moneylenders was estimated at 40.9 per cent of 
total loans, while net interest after taking into account business expenses and bad debts came to 
36.7 per cent of loan amount. Thus, money lending remains a financially very attractive 
investment for rural rich with surplus cash, far in excess of any secure financial instrument 
available in the market. 

To sum up, the rural informal credit market is performing the inqiortant task of 
intennediation between the cash smplus and cash deficit households in the localised economy. K 
provides a financially attractive and safe investment opportunity to the lural rich wifli cash 
surplus on the one hand and provides speedy cash at low transaction cost to the riiml poor in 
uigent need of liquidity without access to alternative sources of credit The moneylender no 
doubt charges high interest for an essential service in the prevailing situation. 
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Our analysis reveals that there is a high degree of monopolist profit in the interest 
charged by the rural moneylenders. There is little conqietition between the formal and informal 
sectors of the credit market as they are dealing wifii different segments of tilie market Even 
among the rural moneylenders the clement of conqictition is largely absent The rural 
moneylenders are essentially operating in an oligopolistic market, widi each oligopolist 
controlling a segment of the market in a stable client-patron relationship. 

XI.5 TRANSACTION COSTS AND PERCEPTIONS ABOUT FORMAL CREDIT 
INSTITUTIONS 

On an average a loan from the formal sector financial institutions involves a transaction 
cost of Rs.217, which comes to 2.33 per cent of the loan amount Transaction costs as per cent 
of loan amount were found to be 1.63 per cent in case of commercial banks, 2.78 per cent in case 
of cooperative societies and 3.12 per cent in case of regional rural banks. Opportunity cost of 
loss of working day was found to be the major component of transaction costs of borrowing 
followed by illegal payments. Transaction costs as per cent of loan amount for ^small borrowers 
were found to be much higher as compared to the large borrowers. 

The major problems faced in taking bank loans listed by the respondents included 
complicated procedure and paper work, inconvenient location of bank branches, prevalence of 
corruption and bribery and unhelpful attitude of bank officials. The unfavourable impression 
prevailing about the functioning of the commercial banks along with the hij^ transaction costs 
involved disuades the rural poor from approaching diem for loans. 

that emerges about the cooperative societies from our field study is equally 
unfavourable and depressing. The perception of villt^ers in general is that the cooperatives are 
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dominated by large fanners and tiieir working is vitiated by corruption and casteism. For diese 
reasons, separate cooperatives for small farmers and scheduled castes were suggested by many. 

Finally, the study revealed that the presence of the non-banking financial companies in 
the rural areas of UP is still negligible except in some localized pockets. 

XI.6 TRANSACTION COSTS AND PERCEPTIONS ABOUT INFORMAL SECTOR 
MONEYLENDERS 

Our findings reveal some interesting facets of the relationship of the borrowers widi the 
rural moneylenders and their perceptions about his role. A high proportion of rural households 
have to depend upon the local moneylender to meet their credit demand particularly for 
consumption requirements. Agricultural moneylender is the most firequently <q>proached soirn^ 
for credit. More often than not the relationship between the moneylenders and the borrower is 
close and stable overtime. Majority of the borrowers usually borrow from the same moneylender 
on a regular basis. Most of the credit transactions are in cash though in a few cases loans in kind 
are also taken mostly by the landless labourers in economic distress. 

The major advantage of informal credit is its easy accessibility. It is locally available, 
easy to obtain and generally does not require collateral. The transaction costs of borrowing from 
the informal sources are low being less than half per cent of loan amount. In some cases tihe 
institutional borrowers also approach the informal credit market due to inadequacy of 
institutional loan. 

The transactions in the informal credit market are generally assuming the form of a 
normal commercial relation thou^ based on personal contacts. Hbwever, in cases where a 
pafron-client relationship exists between the lender and the borrower as in the case of 
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agriculturist moneylender and farm labour some degree of exploitatiOT was olMervcd reflected in 
low payment of wages or produce and forced labour. 

Due to has dominant posititm the rural moneylender is able to exoeise coercive means to 
realize his loans from recalcitrant borrowers, thou^ such cases were found to be small in 
number. Another form of dominance observed was the pressure exercised on tihe borrowers to 
vote in village panchayat and party or general elections. 

The majority of rural borrowers regarded their relationship widi the moneylender as 
normal commercial relationship. However, the feeling that the moneylender exploite the poor 
people due to his high social status is fairly widespread, though cases of cheating were reported 
to be few. The general perception of the borrower tends to be favourable to the moneylender 
who is perceived as a fiiend at the time of need, even when he charges an exorbitiuit rate of 
interest. 

XU INTERLINKED CREDIT TRANSACTIONS 

Around two-fifths of tlte loans from the informal sector were found to be in the nature of 
linked transactions. Interlocked credit and labour market accounted for over three-fourths of the 
linked transactions. It is mainly the landless labourers, marginal farmers and self-employed 
groups without any tangible asset to offer as security, who are forced to enter into such linked 
transactions. The wages paid in case of such tied loans are generally 15 per cent lower than the 
prevailing market wage. Our analysis reveals diat by linking credit supply with labour sii|^ly fhe 
rural moneylender is able to ensure labour supply during die peak season and is also able to 
extract larger surplus by offering lower wages. 



Less than one-fifth of the moneylenders reported leasing out of land to their clients. The 
main objective of giving land on lease was to avoid die botheration of self-cultivation and 
dealing with the labour. Thus, land leasing may be regarded as an indirect way of controlling 
labour power. However, in a few cases the agriculturist moneylenders preferred to acquire 
possession of land for cultivation through usufruct mortgage of land against loans. These two 
situations reflect the differences in the land ownership and labour supply situation faced by the 
moneylenders. The marginal farmers or agricultural labourers with tiny pieces of land, on 1iss 
other side, may prefer to lease out their land against interest payment and seek enqiloyment 
opportunity elsewhere. 

Very few cases of linkage of credit with input or ouqmt market were reported in die field 
survey. The reason of this situation may be found in the fact that few borrowers have marketable 
surplus to sell and consequently few trader-moneylenders are operating in the study villages. In 
the few cases in which such market linkages existed it was found that the moneylender is able to 
extract larger surplus through under-valuation of produce purchased and over-valuation of inputs 
supplied to the borrowers. 

In short, the inter-locking of the credit with other agrarian markets to the extent it prevails 
in the rural areas reveals a situation of unequal exchange, which enables the dominant partn« 
(the agriculturist moneylender) to impose unfavourable conditions on the dependent partner (the 
borrower) to extract larger suiplus than would have been otherwise passible. 

XI.8 WHY RURAL INFORMAL CREDIT MARKETS SURVIVES? 

The important question that has to be addressed before offering any suggestim atoiU file 
regulation or reform of the rural informal credit market is why the rural mfoimal credit market 
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survives with its high interest rates in spite of the widespread growth of institutioiial sources of 
credit who charge much lower interest rates? The answer to this apparent puzale lies firstly in 
the fact that there is little competition between the formal and informal se^nents of file mral 
credit market as the former deals primarily with productive credit and file latter priinarily deals 
with non-productive credit. The small part of productive loans which the informal sector 
provides is also to the poorer sections to whom the institutional credit is either not accessible or 
is not adequate. 

More importantly one should see the transactions in the informal credit market as rooted 
in and forming part of the rural poverty syndrome. A large number of poor rural households 
comprising file landless labourers, artisans, self-employed workers and marginal fanners faced 
with the chronic problem of income deficiency have to seek loans to meet their consumption 
requirements and social obligations through borrowing during the period their income falls short 
of their expenditure. With no alternative source of fulfilling the loan requirements these 
households have perforce to approach the rural moneylenders and enter into credit transactions 
with them at highly unfavourable terms. In most cases they have no collateral to oiBfer except 
their labour power at a price below file market wage. When these poor indebted households have 
a temporary excess of cash income over their expenditure they return these loans only to borrow 
again after sometime. The process of borrowing and repayment repeats itself year in and year 
out. Thus, the rural informal credit market performs the important task of financial inter- 
mediation between the cash deficient and cash surplus rural households. 

The above perspective, which looks at the problem of rural indebtedness as a part of rural 
poverty syndrome helps in understanding many features which characterize the rural informal 
credit markets, viz., small size and short duration of loan, hi^ rate of interest, unsecured loans, 
stable patron-client relationship, and the interlocking of credit with agrarian markets, Thk 
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situation is particularly true for backward regions like Uttar Pradesh suffering from die chronic 
problem of landlessness and poverty. In a more <fynamic agricultural situation the nature of 
informal credit market may undergo a change where informal credit meets a fair part of 
productive credit demand and the credit transactions between trader-moneylender and farmers 
predominate as some studies for Punjab and Haryana show (Chandra, 1993; Jodhka, 1995). 

XI.9 FUTURE DIRECTIONS 

From the analytical perspective developed above it follows that the reform of informal 
rural credit is closely hhked to the larger issue of rural development, which alone can help in 
ameliorating rural poverty and reduce the dependence of the poorer sections on die rural 
moneylenders for subsistence loans. Both re-distributive and growth strategies are relevant in 
this context. As Lipton remarks; “Land distribution will reduce die demand for consumer credit, 
drastically increase, in the early years, the demand for production credit; and alter the mix of 
inputs, outputs and timings for which producer credit is sought” (Lipton, 1974, p.550). Hence, 
an understanding of structure of rural poverty and mal-distribution is crucial for designing m 
appropriate programme of rural credit 

The poverty alleviation programmes like IRDP and employment schemes also play an 
important if indirect role in reducing the dependence of the rural poor on the rural moneylenders 
by putting more purchasing power in their hands. Similarly improvement in rural health 
infrastructure rural putdic distribution programme will hel^ in reducing die itep^^^ence of 
the rural poor on informal credit and bring down the interest rates charged frean them (Sarap, 
1991, pp.161-162). Improvement in agricultural productivity throu^ its income-augmenting 
and risk-reducing nature also leads to lowering of interest rate in ttie informal credit market 
(Bottomley and Nudds, 1969; Iqbal, 1983 and 1988), 
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Given liie existing nature of transactions in ihe rural informal credit market regulatory 
measures arc not expected to produce the desired results as their effective implementation is 
virtually inqrossible and they ignore the inter-linkages in credit and other agrarian markets 
(Bandyopadhyay, 1984, p.l41; Sarap, 1991, p.l61). 

The working of the formal lending institutions including banks and cooperatives has also 
to be re-oriented to ensure a larger access of the poorer sections to institutional sources. This 
would require an innovative and flexible approach to rural lending to meet credit needs of the 
rural poor including mobile banking (Hulme and Mosley, 1996, VoLI, p.202). The procedural 
hassels and transaction costs of boirowing faced by the small borrowers have to be reduced 
drastically for this purpose. The repayment record of the borrower rather than his ability to offer 
tangible collateral should be the basis of laiding. Collateral requirements may be waived for 
small loans, say upto Rs.5000. 

An important issue in lending to the rural poor is to look at their total credit requirement, 
i.e. productive credit as well as consumer credit demand. Neglect of the consumer credit 
requirement ignores an important aspect of the economic reality of the poor rural households 
while missing the important connection between productive credit and consumer credit demand 
(Lipton, 1974, p.547; Hxilme and Mosley, 1996, Vol.II, p.264). 

Only such an approach of easy access to total household credit requirement by formal 
lading institutions can help in weaning away the poor from the exploitative dependence cm die 
rural moneylender and bring down their interest rates. The rural poor would not mind paying a 
higher rate of interest on institutional loans than being charged presently as long as the 
availability of credit is assured and prompt and meets their consumption needs as well. It, 
however, needs to be added that the present rates of interest being charged in the informal sector 
contain a Ijuge element of monopoly profit and cannot be taken as a guide to the ability of the 
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poor borrowers to pay. There is, however, a fair justification in raising interest rates in the 
formal sector to ensure its financial viability. 

In recent years an influential school of thought has emerged which advocates foiging 
deliberate links between the formal and informal segments of the credit market to expand the 
frontiers of the credit market and reduce the cost of financial intermediation (Adams and Vogel, 
1986; BeU, 1990; Ghate, 1992; Pischke, 1991). This view supports using informal lenders as 
conduits for loaning by the formal sector to take advantage of their lower transaction costs. 

Such an effort to institutionalize informal finance was made in the Philippines in the 
1950s when the Central Bank encouraged formation of private rural unit banks, who could obtain 
some capital from the government and accept deposits from public. The system is believed to 
have worked well ttirough die 1970s but seems to have run into trouble in the 19808 when many 
of these rural banks had to close their business (Pischke, 1991, pp. 196-197). 

A word of caution is needed in adopting such a deliberate effort to promote integration of 
formal and informal segments of the rural credit market irrespective of the overall socio- 
economic milieu in which die rural credit transactions take place (Sharma, 1998). hi the context 
of agriculturally backward regions characterized by dominance and depenence in the relationship 
between the moneylenders and borrowers and existence of a hi^ degree of monopoly power of 
the former using the rural moneylenders as conduits for lending institutional funds may tmly 
serve to strengthen their domination in the rural society without the benefit of lower interest rates 
flowing to the borrowers. Qearly the dominant agricultural moneylender as foumi in our sbu^ 
area is not a suitable agency to be used for channeling institutional funds to the rural poor. Even 
the scholars who adv'ocate promoting linkages between the formal and infmmal credit market 
recognize that a competitive rather than a complementary approach is appropriate file 

informal lenders exercise market power and earn rents (Ghtde, 1992, p.866). 
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What then is the way out? In our opinion an alternative structure of infcsma! or semi- 
formal credit system has to be designed and promoted, which has the advantage of closeness to 
the poor borrowers witiioid the drawback of Htg^ cost bureaucratic structure of die fonoai credit 
institutions and is jfree from the dominance of the rural rich. Small self-help groups (SHGs) of 
the poor rural households and promotion of micro-finance provide conceptually the most suitable 
alternative credit system to meet the credit needs of the rural poor. Over the past two decades 
considerable expeiience in the working of the SHGs has been gained in different parts of ttie 
world, which strengthen the confidence in the possibility of these institutions in meeting the 
credit needs of the rural poor and dealing with the problem of rural poverty. The Gjramin Baik 
experiment of Bangladesh is the best known but not the only example of fliese alternative credit 
systems. Similar success stories are being repeated in other developing countries including India 
(Hulme and Mosley, 1996; Karmakar, 1999. 

The self-help groups have to be set up and nurtured cm-efully over time to become well 
functioning and viable units of rural credit. The banking institutions and NGOs have to perform 
the catalytic role in the formation and development of SHGs. NABARD has been promoting the 
setting up the SHGs in different parts of the country since 1992 on a pilot basis. These efforts 
have to be enlarged several folds to ultimately cover all villages of the country. There in lies the 
most significant and challenging task of institution building in the field of rural finance in the 
new millennium, which may be free from the inadequacies and injustices of the existing credit 
markets. 
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